EFFECTS  OF  HEALTH  CARE  REFORM  ON  THE 
NATIONAL  ECONOMY  AND  JOBS 


Y  4.  U  36: 103-55 

Effects  of  Health  Care  Reforn  on  th. . . 

^ARING 

BEFORE  THE 

COMMITTEE  ON  WAYS  AND  MEANS 
HOUSE  OP  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 

FIRST  SESSION 


DECEMBER  15,  1993 


Serial  103-55 


Printed  for  the  use  of  the  Committee  on  Ways  and  Means 


'**8»£ 


v 


JUH  2  g 


199+ 


"taD,0; 


U.S.  GOVERNMENT  PRINTING  OFFICE 
77-400  CC  WASHINGTON  :  1994 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office.  Washington,  DC  20402 
ISBN   0-16-044193-5 


ERECTS  OF  HEALTH  CARE  REFORM  ON  THE 
NATIONAL  ECONOMY  AND  JOBS 


L W  36: 103-55 

cts  of  Health  Care  Reforn  on  th. . . 

^ARING 

BEFORE  THE 

COMMITTEE  ON  WAYS  AND  MEANS 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  THIRD  CONGRESS 
FIRST  SESSION 


DECEMBER  15,  1993 


Serial  103-55 


IMnted  for  the  use  of  the  Committee  on  Ways  and  Means 


%4 


JCH  2  9 


U.S.  GOVERNMENT  PRINTING  OFFICE 
77-400  CC  WASHINGTON  :  1994 

For  sale  by  the  U.S.  Government  Printing  Office 
Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-044193-5 


COMMITTEE  ON  WAYS  AND  MEANS 


DAN  ROSTENKOWSKI,  Illinois,  Chairman 


SAM  M.  GIBBONS,  Florida 
J  J.  PICKLE,  Texas 
CHARLES  B.  RANGEL,  New  York 
FORTNEY  PETE  STARK,  California 
ANDY  JACOBS,  JR.,  Indiana 
HAROLD  E.  FORD,  Tennessee 
ROBERT  T.  MATSUI,  California 
BARBARA  B.  KENNELLY,  Connecticut 
WILLIAM  J.  COYNE,  Pennsylvania 
MICHAEL  A.  ANDREWS,  Texas 
SANDER  M.  LEVIN,  Michigan 
BENJAMIN  L.  CARDIN,  Maryland 
JIM  McDERMOTT,  Washington 
GERALD  D.  KLECZKA,  Wisconsin 
JOHN  LEWIS,  Georgia 
L.F.  PAYNE,  Virginia 
RICHARD  E.  NEAL,  Massachusetts 
PETER  HOAGLAND,  Nebraska 
MICHAEL  R.  MCNULTY,  New  York 
MIKE  KOPETSKI,  Oregon 
WILLIAM  J.  JEFFERSON,  Louisiana 
BILL  K.  BREWSTER,  Oklahoma 
MEL  REYNOLDS,  Illinois 

JANICE  Mays,  Chief  Counsel  and  Staff  Director 
CHARLES  M.  BRAIN,  Assistant  Staff  Director 
PHILLIP  D.  MOSELEY,  Minority  Chief  of  Staff 


BILL  ARCHER,  Texas 
PHILIP  M.  CRANE,  Illinois 
BILL  THOMAS,  California 
E.  CLAY  SHAW,  JR.,  Florida 
DON  SUNDQUIST,  Tennessee 
NANCY  L.  JOHNSON,  Connecticut 
JIM  BUNNING,  Kentucky 
FRED  GRANDY,  Iowa 
AMO  HOUGHTON,  New  York 
WALLY  HERGER,  California 
JIM  McCRERY,  Louisiana 
MEL  HANCOCK,  Missouri 
RICK  SANTORUM,  Pennsylvania 
DAVE  CAMP,  Michigan 


(ID 


CONTENTS 


Page 

Press  release  of  Tuesday,  November  23,  1993,  announcing  the  hearing  2 

WITNESSES 

Bosworth,  Barry,  The  Brookings  Institution  56 

Ford  Motor  Co.,  Martin  B.  Zimmerman 119 

Gruber,  Jonathan,  Massachusetts  Institute  of  Technology  113 

National  Governors'  Association,  Hon.  Carroll  A.  Campbell,  Jr.,  Governor, 
State  of  South  Carolina,  and  Hon.  Howard  Dean,  M.D.,  Governor,  State 

of  Vermont  10 

PepsiCo,  David  E.  Scherb 125 

Reinhardt,  Uwe  E.,  Princeton  University  79 

Steuerle,  C.  Eugene,  The  Urban  Institute 68 

SUBMISSION  FOR  THE  RECORD 

American  Hotel  &  Motel  Association,  James  E.  Gaffigan,  letter 148 

(III) 


EFFECTS  OF  HEALTH  CARE  REFORM  ON  THE 
NATIONAL  ECONOMY  AND  JOBS 


WEDNESDAY,  DECEMBER  15,  1993 

House  of  Representatives, 

Committee  on  Ways  and  Means, 

Washington,  D.C. 
The  committee  met,  pursuant  to  call,  at  10  a.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon.  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

[The  press  release  announcing  the  hearing  follows:] 

(l) 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #15 

TUESDAY,  NOVEMBER  23,  1993  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-1721 

THE  HONORABLE  DAN  ROSTENKOWSKI  (D.,  ILL.),  CHAIRMAN, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES 

ANNOUNCES  A  PUBLIC  HEARING  ON  THE  EFFECTS  OF  HEALTH  CARE  REFORM  ON 

THE  NATIONAL  ECONOMY  AND  JOBS 


The  Honorable  Dan  Rostenkowski  (D.,  111.),  Chairman,  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  today  announced  a 
public  hearing  on  the  effects  of  the  Administration's  Health 
Security  Act  (the  "Act")  on  the  national  economy  and  jobs.   The 
hearing  will  be  held  on  Wednesday,  December  15,  1993,  beginning  at 
10:00  a.m.  in  the  Committee's  main  hearing  room,  1100  Longworth 
House  Office  Building. 

In  announcing  this  hearing.  Chairman  Rostenkowski  stated:  "The 
Administration  is  to  be  congratulated  for  tackling  one  of  the  most 
difficult  issues  of  our  times.   The  health  care  sector  is  a  large 
part  of  our  economy.   In  order  to  help  solve  this  problem 
adequately,  the  Committee  needs  to  examine  carefully  the 
ramifications  of  the  plan  on  the  economy,  on  American  firms,  and  on 
our  workers . " 

The  Committee  will  receive  oral  testimony  from  invited 
witnesses  only.   Any  individual  or  organization  may  submit  written 
comments  for  consideration  by  the  Committee  and  for  inclusion  in  the 
written  record  of  the  hearing. 

BACKGROUND 

A.  FnTrY  Of  the  Act 

The  Administration's  Health  Security  Act,  introduced  on 
November  20  as  H.R.  3600,  would  make  significant  changes  in  the  way 
health  care  is  financed  and  delivered  in  the  United  States.   The  Act 
would  institute  a  Federal  mandate  that  each  individual  purchase 
health  insurance,  and  that  employers  pay  at  least  80  percent  of  the 
premiums  on  behalf  of  their  employees.   It  would  create  a  National 
Health  Board  to  set  Federal  standards  and  overall  budgets,  and  to 
oversee  compliance;  it  would  require  State  governments  to  develop 
plans  for  implementation  of  the  Act  within  their  borders;  and  it 
would  create  alliances  to  enroll  all  individuals  in  health  plans  and 
to  negotiate  premiums  for  medical  insurance  with  those  plans. 

The  Act  would  create  incentives  for  providers  to  practice  in 
underserved  areas  and  would  provide  certain  funding  sources  for 
academic  medical  centers  and  for  the  development  of  rare 
technologies.   It  would  charge  one  percent  of  total  payroll  from  all 
corporations  that  establish  their  own  alliances. 

B.  Issues  To  Be  Addressed 

A  proposal  of  this  magnitude  could  have  far-reaching  effects  on 
the  Nation's  economy.   The  Administration  has  testified  at  the 
Subcommittee  on  Health  of  the  Committee  on  Ways  and  Means  on 
November  4  that  the  proposal  will  have  salutary  effects  on  the  job 
market,  including  job  increases,  significant  reduction  of  "job 
lock",  lower  administrative  costs,  and  improved  efficiency. 

Because  the  health  care  sector  represents  one-seventh  of  our 
Nation's  economy,  it  is  important  that  the  economic  effects  of 
health  care  reform  be  fully  understood.   Therefore,  invited 
witnesses  will  address,  and  the  Committee  invites  written  comments 
on,  the  following  topics: 


General  Effects  on  the  Overall  Economy- -How  would  the  Act 
affect  economic  growth,  total  employment,  inflation  and 
interest  rates?   How  would  short-run  and  long-run  effects 
differ? 

Effects  on  Businesses  in  their  Role  as  Producers- -Which 
industries  would  experience  significant  changes  in  costs? 
What  would  the  effects  on  those  industries  be?   How  would 
the  Act  affect  provider  industries?   How  would  industries 
that  produce  goods  and  services  used  by  medical  providers  be 
affected?   What  would  the  likely  behavioral  responses  be  on 
sales,  prices,  and  employment  practices?   What  effects  would 
the  Act  have  on  the  competitive  position  of  American 
companies  in  world  markets? 

Effects  on  the  Demand  for  and  Supply  of  Labor- -How  would 
effects  differ  across  industries?   What  would  the  Act  do  to 
the  demand  for  minimum-  and  low- wage  workers  and  for  part- 
time  workers?   What  effects  would  the  Act  have  on  self- 
employed  workers  (e.g.,  small,  family-owned  businesses, 
large  partnerships,  and  contract  workers)?  Would  the  Act 
introduce  different  incentives  to  work,  retire,  and  change 
jobs,  including  those  for  secondary  and  part-time  workers? 

Effects  on  Business  Organization- -Would  the  Act  create 
incentives  for  existing  businesses  to  reorganize?  What 
would  those  new  incentives  be  and  how  would  businesses  react 
to  them?   What  would  be  the  implications  for  workers  of 
reorganized  companies?   What  incentives  would  the  Act  create 
for  those  attempting  to  open  and  structure  new  businesses? 

Potential  Economic  Risks- -What  are  the  likely  risks  to  the 
economy  if  the  plan  doesn't  work  as  intended?  Who  will  bear 
these  costs? 


DETAILS  FOR  SUBMISSION  OP  WRITTEK  COMMENTS; 

Persons  submitting  written  comments  for  the  printed  record  of 
the  hearing  should  submit  at  least  six  (6)  copies  by  the  close  of 
business  on  Wednesday,  January  5,  1994,  to  Janice  Mays,  Chief 
Counsel  and  Staff  Director,  Committee  on  Ways  and  Means,  U.S.  House 
of  Representatives,  1102  Longworth  House  Office  Building, 
Washington,  D.C.  20515.   If  those  filing  written  comments  for  the 
record  of  the  printed  hearing  wish  to  have  their  statements 
distributed  to  the  press  and  the  interested  public,  they  may  provide 
100  additional  copies  for  this  purpose  to  the  Committee  office,  room 
1102  Longworth  House  Office  Building,  before  the  hearing  begins. 

FORMATTING  REQUIREMENTS ; 

Each  Helen  lent  presented  for  printing  to  the  Committoe  by  •  wiuwss.  any  written  MMMM  or  MUM  submitted  for  the 
prlrttad  record  or  any  wrttton  D— —  «i  ma  anas  to  o  request  for  writton  commant*  must  conform  to  the  paMofcoo  listed 
Mow    Any  lUUrtwil  or  exNbrt  not  In  luiujIiili  wftfi  these  guMoonoo  wl  not  bo  prjntod.  but  ww  bo  maintained  In  tha 
Commrttaa  faes  for  review  and  use  by  the  Committee: 

1 .  Al  staler  nonu  and  any  accompanying  exNoita  for  printing  muat  ba  typad  In  single  apaca  on  lagal-aiia  papar  and  may 
not  exceed  a  total  of  10  pegee. 

2.  Copies  of  whole  documanta  aubmlttad  a*  exhibit  matarial  wS  not  bo  accaptad  for  printing.   Inataad,  exhibit 
matarial  should  ba  toJatonoad  and  quoted  or  paraphrased.   Al  exNbrt  matarial  not  meeting  these 
apacnVattona  «a  ba  maintain  id  In  tha  Commrttaa  flas  for  ravlaw  and  usa  by  tha  Commrttaa. 

3  Statements  muat  contain  the  name  and  capadty  In  which  the  witness  wis  appear  or.  for  written  comments,  the  nam* 
and  capacity  of  tha  parson  aubrnrttlng  the  s moment,  as  wai  as  any  peapej  or  persona,  or  any  organization  for  whom 
the  witness  appears  or  for  whom  tha  Helen  iorn  Is  submitted. 

4.        A  euppteniaiifl  aha  at  muat  accompany  each  iuhwiiiiI  irttng  tha  name,  ful  address,  a  telephone  number  where  the 
witness  or  tha  doalgneted  loprosoi  native  may  ba  reached  and  a  topical  outSne  or  summary  of  tha  comments  and 
lacommendabona  In  the  ful  statement.   This  supplemental  sheet  wM  not  be  included  in  the  printed  record. 

The  above  restrictions  and  lajetaOJena  apply  onry  to  material  submitted  for  printing.   Statements  end  exhibits  or 
supplementary  material  submitted  solely  for  distribution  to  the  Members,  tha  press  and  the  pubic  during  the  course  of  a  public 
heanng  may  ba  submitted  in  other  forms. 


Chairman  Rostenkowski.  The  committee  will  come  to  order. 

Today  the  Committee  on  Ways  and  Means  resumes  its  review  of 
the  effects  of  President  Clinton's  proposed  Health  Security  Act. 
This  morning  we  will  hear  testimony  from  invited  experts  on  the 
effects  of  the  proposed  plan  for  comprehensive  health  reform  on  the 
national  economy  and  jobs. 

The  President's  plan  guarantees  health  coverage  for  all,  and 
mandates  that  both  individuals  and  employers  will  purchase  health 
insurance.  It  tries  to  make  the  market  for  health  care  more  com- 
petitive and  creates  various  incentives  for  providers.  It  subsidizes 
certain  benefits,  levies  new  or  higher  taxes,  and  caps  the  total 
budgets  that  can  be  spent  on  health  care. 

In  short,  a  proposal  of  this  magnitude  could  have  far-reaching  ef- 
fects on  our  national  economy.  Because  the  health  care  sector  rep- 
resents one-seventh  of  our  economy  and  the  proposed  plan  affects 
every  American  and  every  business,  we  want  to  understand  the  ef- 
fects of  such  broad  changes. 

Our  witnesses  today  include  two  distinguished  Governors,  re- 
spected economists,  and  experienced  corporate  executives.  They 
will  discuss  the  effects  of  the  President's  plan  on  the  economy  over- 
all; on  the  health  care  sector  specifically;  and  on  the  costs,  the  busi- 
ness decisions,  and  the  competitive  positions  of  American  corpora- 
tions. 

They  will  also  discuss  the  potential  effects  of  the  plan  in  the 
workplace  and  what  the  impact  may  be  on  different  types  of  work- 
ers; and,  on  the  decisions  of  individual  Americans  to  work,  to  re- 
tire, or  to  form  their  own  new  businesses. 

Before  I  recognize  our  distinguished  panelists,  I  would  like  to 
yield  first  to  Mr.  Thomas  of  California. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  I  would  ask  unanimous 
consent  that  the  full  committee's  ranking  member's  testimony  be 
placed  in  the  record. 

Chairman  Rostenkowski.  Without  objection. 

[The  statement  of  Mr.  Archer  follows:] 


Statement  of  the  Honorable  Bill  Archer 
Committee  on  Ways  and  Means 


Mr.  Chairman: 

I  join  you  in  welcoming  our  distinguished  witnesses  , 
this  morning.  I  am  pleased  that  we  are  having  this  hearing  : 
to  focus  on  the  economic  effects  of  health  care  reform. 

All  of  us  share  many  of  the  goals  the  President  and  the 
First  Lady  have  put  forth  for  health  care  reform:  especially 
finding  ways  to  help  all  Americans  have  access  to  affordable 
and  secure  health  coverage.   We  also  share  their  concern 
about  increasing  health  costs  and  the  ever  increasing 
Federal  budget.   I  believe,  though,  that  there  are  better 
ways  of  reaching  these  health  care  reform  goals  than  the 
ways  the  President  proposes. 

I  think,  as  most  Americans  do,  that  we  need  health  care 
reform.   Yet,  I  believe,  as  most  Americans  do,  that  we  do 
not  want  or  need  to  pay  for  health  care  reform  with  lower 
wages  and  fewer  jobs. 

That  is  what  the  employer  mandate  would  do.   Evidence 
from  numerous  smaller  mandates  in  the  pension  and  workers 
compensation  areas  shows  that  at  least  80-85%  of  the  costs 
are  borne  by  employees  through  lower  wages  over  time,  or 
through  lost  jobs. 

These  mandates  hit  hardest  on  the  lower  income  worker. 
Ironically,  it  is  this  perverse  combination  of  mandates  and 
inflation  which  serve  to  erode  any  real  wage  gains  for  these 
workers  over  time  --  this  is  why  these  folks  feel  they  can 
never  get  ahead  --  and  heaven  forbid  if  they  should  lose 
their  job! 

Some  have  estimated  that  the  Clinton  plan  will  result 
in  a  20%  increase  in  labor  costs  to  their  firms.  They  have 
estimated  that  this  cost  could  consume  as  much  as  50%  of 
their  profits. 

If  we  seriously  damage  our  ability  to  foster  economic 
growth  we  will  simply  lose  our  capacity  for  assuring 
improvements  in  our  standard  of  living  and  our  well-being  as 
a  nation. 

There  is  no  question  that  if  we  are  to  expand  access  to 
health  care  it  is  going  to  cost  money,  but  a  payroll  tax  is 
perhaps  one  of  the  most  regressive . 

Employment  taxes  are  a  direct  penalty  on  hiring  workers  and 
giving  them  a  chance  to  improve  their  economic  condition. 

Ironically,  another  group  that  perhaps  would  bear  the 
harshest  burden  of  such  a  tax  are  those  on  welfare;  people 
whom  the  President  has  said  we  must  help  move  into  the 
workforce.   The  President's  health  plan  would  effectively 
shut  their  most  important  door  of  opportunity. 

Fortunately,  there  are  far  less  drastic  and  dangerous 
options  for  reforming  our  health  system. 

I  look  forward  to  today's  testimony  from  our  witnesses 
today  on  the  economic  effects  of  the  health  care  reform,  and 
I  hope  we  can  begin  to  take  a  serious  look  at  alternatives, 
several  of  which  have  been  proposed  by  members  of  this 
committee . 


Mr.  Thomas.  Mr.  Chairman,  I  would  also  ask  that  my  written 
testimony  be  placed  in  the  record  as  well. 

Chairman  Rostenkowski.  Without  objection. 

Mr.  Thomas.  I  would  just  say  briefly  that  it  is  my  pleasure  to 
have  in  front  of  us  a  former  colleague,  a  seatmate  of  mine  who  has 
been  on  the  front  line  fighting  this  issue,  along  with  the  Governor 
of  Vermont,  whom  I  have  met  briefly  and  am  impressed  with  the 
approaches  taken  by  his  particular  State  as  well. 

But,  Mr.  Chairman,  the  economists  panel  and  the  private  sector 
panel  will  be  important  to  us.  We  have  held  subcommittee  hear- 
ings, but  we  have  not  yet  continued  to  get  a  complete  explanation 
of  any  comprehensive  nealth  care  plan  s  impact  on  the  economy. 
We  have  to  make  sure  that  we  do  not  have  dislocation  needlessly 
and  that  the  full  ramifications,  both  in  terms  of  employment  and 
coverage,  are  examined. 

So  I  look  forward  to  the  testimony  today  and  welcome  all  of  our 
guests. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 


Statement  of  the  Honorable  Bill  Thomas 

Committee  on  Ways  and  Means 

December  15,  1993 

Mr.  Chairman: 

I  join  my  colleagues  in  welcoming  our  distinguished 
witnesses  today.   I  am  particularly  pleased  that  Governors 
Campbell  and  Dean  could  join  us  today  --  I  look  forward  to 
hearing  their  perspective. 

While  I  believe  that  health  care  reform  is  absolutely 
necessary  I  also  think  that  we  should  find  a  way  of  fixing 
the  problems  of  our  health  care  system  without  creating  a 
raft  of  new  additional  problems  that  will  need  correction  at 
some  point  in  the  future  or  won't  be  fixable  at  all. 

I  can  see  us  five  years  from  now  sitting  around  a  table 
looking  at  each  other  wondering  how  we  got  into  this  fix  in 
the  first  place.   Looking  at  the  system  and  finding  out  that 
some  of  the  damage  is  permanent  --  perhaps  finding  that 
biotech  innovation  is  permanently  disabled  --  that  we  don't 
have  the  researchers  or  specialists  that  we  need  --or  that 
in  our  haste  to  pass  health  care  reform,  we  have  further 
disenfranchised  the  welfare  family.   I  can  see  us,  at  this 
dias  five  years  from  now,  hearing  witness  after  witness 
relating  horror  stories  of  waiting  lines  of  six  months  or 
more  for  a  hip  replacement  --  and  they  won't  be  from  Canada. 

I  am  very  concerned  that  we  could  lock  into  place  a 
health  care  system  that  may  seem  appropriate  now,  but  does 
not  allow  for  adoption  of  new  innovations  or  procedures,  and 
does  not  quickly  respond  to  the  changing  demands  of  American 
consumers.   I  am  very  concerned  about  how  this  plan  will 
affect  basic  health  research  and  future  product 
developments,  particularly  in  the  pharmaceutical  industry. 

I  think  we  should  keep  in  mind  that  over  80%  of  all 
Americans  are  happy  with  the  health  coverage  they  have 
today.   We  need  to  improve  the  system  we  have,  not  convert 
it  into  an  excessively  rigid,  regulatory  and  bureaucratic 
morass  --  another  Indian  Health  Service.   Think  of  the 
Veterans  who  were  promised  health  care  for  life  --  what  they 
weren't   promised  was  quality  and  choice.   Think  of  the 
health  care  quality  and  choices  that  our  Native  Americans 
have! 

What  Americans  want  is  insurance  coverage  that  is 
reliable,  the  cost  of  which  is  predictable  and  low  enough 
that  most  can  have  access  to  it.   They  want  to  eliminate  the 
job  lock  and  they  want  to  find  ways  to  help  those  in  need 
pay  for  health  care  coverage.   What  they  don't  want  is  to 
stifle  the  miracles  of  modern  medicine  --  the  cures  for 
cancer  or  cystic  fibrosis.   They  don't  want  to  pay  for 
health  care  reform  by  putting  people  out  of  work  or  lowering 
the  standard  of  living. 

I  recently  introduced  a  bill  with  Senator  Chafee  that  I 
believe  will  accomplish  what  the  American  people  want  with 
out  jeopardizing  our  health  care  system  or  our  economic 
health. 

I  believe  that  H.R.  3704  accomplishes  what  the  American 
people  want  without  any  of  the  severe  Federally- induced, 
unintended  consequences  that  the  Administration  proposal 
will  undoubtedly  produce.   My  bill  eliminates  job  lock, 
reduces  and  stabilizes  the  cost  of  health  care  insurance, 
levels  the  playing  field  in  terms  of  tax  deductibility, 
maintains  employer -based  coverage  and  employer  involvement 
in  cost  containment . 


My  bill  provides  subsidies  to  individuals.   I  don't 
believe  it  is  a  wise  thing  to  subsidize  both  individuals  and 
small  employers  --  actually,  I  don't  believe  it  is  wise  to 
subsidize  firms  at  all.   A  poor  firm  is  not  necessarily  a 
small  firm.   When  you  subsidize  both  firms  and  individuals, 
as  in  the  Clinton  plan,  you  set  up  a  system  where  firms  will 
maximize  their  subsidies  and  individuals  will  maximize  their 
subsidies.   The  incentives  for  firms  and  individuals  are  not 
necessarily  working  together,  and  in  fact,  the  system  can 
easily  create  competing  forces. 

I  have  in  my  bill  an  individual  mandate  which  I  believe 
will  cause  fewer  disruptions  in  our  work  force.   The 
subsidies  and  mandates  are  phased- in  over  time  allowing  the 
system  to  equilibrate  along  the  way. 

The  House  Republican  bill  --  H.R.  3080  --  while  not  a 
universal  coverage  bill  --  still  goes  a  long  way  toward 
achieving  health  care  goals  --  improving  access  and 
security.    I  hope  witnesses  today  will  comment  on  these 
bills  and  contrast  their  effect  on  the  economy  and 
workforce  disruptions  with  the  President's  plan.   I  look 
forward  to  hearing  from  our  witnesses. 


Chairman  Rostenkowski.  Mr.  Jefferson. 

Mr.  Jefferson.  No,  thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman. 

Thank  you  for  scheduling  these  hearings  and  providing  us  the 
opportunity  to  examine  the  potential  impact  of  the  President's 
health  care  reform  plan  on  jobs  and  the  economy. 

The  Subcommittee  on  Health  held  a  hearing  6  weeks  ago  on  the 
potential  impact  of  health  care  reform  on  jobs  and  the  economy.  We 
heard  from  Ms.  Tyson,  the  chair  of  the  President's  Council  on  Eco- 
nomic Advisers,  several  economists  and  representatives  of  large 
and  small  businesses. 

Based  on  that  hearing,  we  gleaned  several  points. 

First,  any  health  care  reform  that  fairly  finances  universal  cov- 
erage and  controls  health  care  costs  will  have  significant  effects  on 
our  economy.  You  simply  cannot  rearrange  one-seventh  of  the  econ- 
omy without  some  impact  on  the  rest  of  it. 

However,  it  is  also  true  that  doing  nothing  will  have  an  even 
greater  impact  on  the  economy.  Business  profits  and  workers' 
wages  will  continue  to  be  depressed.  Last  year,  2  million  more  peo- 
ple lost  their  health  care  coverage.  The  increasing  burden  of  health 
care  costs  will  try  to  be  avoided  by  some  businesses  by  shifting 
them  to  others.  Some  insurance  companies  will  continue  to  respond 
to  the  perverse  incentives  that  reward  those  who  discriminate 
against  the  very  people  who  need  their  product  the  most. 

While  it  is  true  that  health  care  reform  may  have  many  signifi- 
cant economic  effects,  I  hope  that  we  will  consider  the  costs  and 
benefits  of  reform  in  the  context  of  what  would  happen  with  busi- 
ness as  usual. 

I  don't  believe  the  Clinton  proposal  or  any  other  proposal  that  is 
fairly  financed  will  have  a  major  impact  on  the  overall  availability 
of  jobs.  There  is  just  no  evidence  that  this  type  of  mandated  bene- 
fit, when  the  vast  majority  of  employees  are  already  receiving  the 
benefit,  will  have  any  significant  or  lasting  impact  on  the  overall 
availability. 

I  hope  that  today's  testimony  and  discussion  will  ease  people's 
concerns  on  the  job  issue,  and  help  clarify  the  many  economic  bene- 
fits that  will  come  from  health  care  reform. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Any  further  opening  statements? 

If  not,  we  begin  this  morning  with  the  chairman  and  the  vice 
chairman  of  the  National  Governors'  Association:  Hon.  Carroll 
Campbell,  Governor  of  South  Carolina,  and  a  former  Member  of  the 
House  of  Representatives  and  of  the  Committee  on  Ways  and 
Means;  and  Hon.  Howard  Dean,  Governor  of  Vermont  and  also  a 
medical  doctor. 

Gentlemen,  I  want  to  express  my  gratitude  to  you  for  your  lead- 
ership and  the  Governors  Association's  leadership.  As  has  been 
stated  here  earlier,  this  is  probably  one  of  the  most  complex  pieces 
of  legislation  that  we  will  ever  address.  I  think  the  fact  we  have 
so  many  committees  involved,  we  have  so  many  departments  in- 
volved, means  that  we  really  have  to  share  our  views. 

I  am  pleased  that  in  recent  weeks  we  have  noted  from  the  ad- 
ministration that  they  are  looking  for  solutions  to  the  problem  as 
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well  and  that  it  has  been  stated  that  they  are  not  in  cement  on 
their  documents  that  they  have  presented  to  us. 

I  think  ultimately  this  is  going  to  be  a  compromise  piece  of  legis- 
lation, but  it  is  at  least  a  step  in  the  right  direction  and  I  want 
to  congratulate  you  and  continue  to  encourage  you  to  work  with  us 
and  the  other  various  committees  that  will  be  addressing  this 
issue,  because  I  think  the  American  people  sincerely  are  demand- 
ing that  this  problem  be  solved. 

So  having  said  that,  Carroll,  it  is  always  nice  to  see  you.  Gov- 
ernor Dean,  it  is  a  pleasure  to  have  you  with  us.  If  you  are  ready, 
the  committee  is  ready  to  take  your  testimony. 

STATEMENT  OF  HON.  CARROLL  A.  CAMPBELL,  JR.,  GOV- 
ERNOR, STATE  OF  SOUTH  CAROLINA,  CHAIRMAN,  NATIONAL 
GOVERNORS'  ASSOCIATION,  AND  HON.  HOWARD  DEAN,  M.D., 
GOVERNOR,  STATE  OF  VERMONT,  VICE  CHAIRMAN,  NA- 
TIONAL GOVERNORS'  ASSOCIATION 

Governor  Campbell.  Thank  you,  Mr.  Chairman  and  members  of 
the  committee. 

I  am  delighted  to  be  back  on  this  side  of  the  bench,  I  guess,  from 
where  I  used  to  sit,  but  we  are  here  today  to  represent  the  Nation's 
Governors.  We  are  here  to  testify  on  adopted  policy  by  the  Gov- 
ernors and  to  point  out  some  of  the  things  that  we  have  some 
agreement  on  and,  at  the  same  time,  some  things  that  are  unre- 
solved so  that  you  may  know  where  we  stand. 

Governor  Dean  and  I  have  submitted  our  prepared  statement, 
and  you  have  that.  We  would  like  to  iust  reiterate  some  of  the 
points  in  our  testimony.  We  would  really  like  to  summarize  some 
of  the  major  issues:  The  Governors'  health  care  reform  policy,  the 
appropriate  State  role  in  health  care  reform,  the  Governors'  reac- 
tion to  President  Clinton's  Health  Security  Act,  and  the  potential 
economic  impact  of  health  care  reform. 

Health  care  reform  has  been  a  top  priority  of  the  National  Gov- 
ernors' Association  and  individual  Governors  for  many  years.  We 
have  pursued  health  care  policy  on  two  tracks.  We  called  for  a  com- 
prehensive Federal  framework — and  I  want  to  emphasize  frame- 
work— with  State  flexibility,  and  we  are  seeking  Federal  legislation 
to  allow  States  to  reorganize  the  delivery  system,  increase  access, 
and  contain  costs. 

In  February,  the  National  Governors'  Association  adopted  a  com- 
prehensive policy  calling  for  universal  access  to  high-quality  and 
affordable  health  care.  This  policy  reflects  our  support  for  a  Federal 
framework  that  recognizes  the  essential  roles  and  responsibilities 
of  States.  We  support  a  framework  that  is  inclusive  of  managed 
competition  that  guarantees  universal  access  to  coverage. 

The  framework  should  include  a  core  national  benefits  package 
that  is  tax  deductible  and  provides  preventive  care  and  portability 
of  coverage. 

It  should  include  insurance  reforms  that  address  availability  and 
guaranteed  renewability  across  State  lines;  tort  reform  and  anti- 
trust changes  because  we  have  proven  in  the  States  that  tort  re- 
form has  benefits  in  the  health  field;  and  an  emphasis  on  eliminat- 
ing administrative  bureaucracy  and  the  development  of  national 
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standards  of  health  care  quality.  These  are  the  types  of  things  we 
have  worked  on. 

The  National  Governors'  Association's  policy  also  allows  for  pur- 
chasing cooperatives  at  the  State  level.  The  policy  does  not  specify 
that  the  cooperatives  be  mandatory,  and  there  are  differences  of 
opinion  among  Governors  on  this  issue.  We  believe  that  health  care 
reform  must  include  strong  cost  control  systems  in  conjunction  with 
universal  access. 

As  a  group,  Governors  do  not  endorse  federally  enforceable  budg- 
ets, preferring  budget  targets.  Setting  enforceable  budgets  for  one- 
seventh  of  the  American  economy  requires  a  stable  and  objective 
national  data  system  which  does  not  exist  today,  so  we  would  be 
shooting  in  the  blind. 

Our  policy's  final  recommendation  is  for  Medicaid  reform,  and  I 
would  like  to  expand  that  a  little  bit  in  the  questioning,  but  I  am 
going  to  hold  it  here. 

We  believe  that  a  managed  care  setting  is  the  best  system  for  de- 
livering acute  care  coverage  to  current  Medicaid  recipients.  The 
National  Governors'  Association  pledges  to  work  with  the  Clinton 
administration  and  Congress  to  enact  meaningful  reform,  but  there 
are  reforms  that  can  be  enacted  at  the  State  level  today. 

Some  of  them  are:  Allowing  amendments  to  State  plans  would  be 
a  much  more  efficient  means  of  implementing  Medicaid  managed 
care  programs  rather  than  the  current  waiver  system.  Medicaid 
and  Medicare,  I  would  point  out  to  you,  have  grown  about  46  per- 
cent over  the  last  several  years  because  of  a  lack  of  any  managed 
care  in  the  public  programs  or  any  discipline. 

The  private  side  has  grown  only  25  percent  in  cost  over  the  same 
period.  So  we  need  to  understand  that  some  of  the  government  pro- 
grams are  driving  some  of  the  costs. 

We  call  for  a  waiver  process  for  ERISA  to  help  us  implement 
broad-based  financing  mechanisms  for  State  reform  and  to  include 
self-insured  plans  in  State-based  reform  programs. 

Mr.  Chairman,  the  Nation's  Governors  do  not  want  50  different 
State  programs.  State  Governors  want  portability  of  health  care 
benefits  from  State  to  State  that  are  tax  deductible  for  all  citizens 
equally. 

Let  me  emphasize  that.  We  should  not  have  a  system  that  lets 
one  group  of  people  have  higher  priced  plans  and  more  deductibil- 
ity, and  another  limited  to  a  lower  level  of  deductibility.  It  would 
not  be  equitable. 

We  are  sensitive  to  the  needs  and  concerns  of  large  multiState 
employers.  We  also  understand  the  need  for  uniform  rules  across 
State  lines  to  ensure  portability  of  coverage.  These  can  be  estab- 
lished through  a  strong  Federal  framework. 

The  National  Governors'  Association  supports  Federal  legislation 
to  limit  medical  underwriting  and  minimize  the  variation  in  rates 
that  different  individuals  and  groups  are  charged,  but  the  States 
should  continue  to  enforce  insurance  regulations.  I  would  point  out 
that  there  is  some  move  to  have  both  Federal  and  State  control  of 
insurance  regulations.  It  is  duplicative. 

A  core  benefits  package,  Federal  malpractice  guidelines  and  new 
Federal  antitrust  legislation  must  be  addressed,  and  medical  qual- 
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ity  standards  and  reduction  in  paperwork  through  administrative 
streamlining  are  things  that  we  seek. 

These  are  elements  of  a  strong  Federal  framework  which  will 
preempt  some  States'  authority,  but  are  necessary  to  develop  an  ef- 
ficient delivery  system.  States  also  need  the  flexibility  to  admin- 
ister any  system  that  we  are  required  to  oversee  on  a  day-to-day 
basis  within  any  framework. 

We  are  calling  for  flexibility  in  designing,  regulating  and 
overseeing  regional  alliances,  if  they  are  created,  and  accountable 
health  plans  if  that  is  the  way  you  go. 

We  need  flexibility  in  administering  Medicaid  and  Medicare  pro- 
grams that  are  not  fully  integrated  into  any  alliances  that  may  be 
created. 

The  advantages  of  a  State-based  system  are  numerous.  States 
are  large  enough  to  gain  the  economies  of  scale  and  small  enough 
to  tailor  the  system  to  the  unique  needs  and  cultures  over  individ- 
ual States.  The  delivery  system  will  be  different  in  different  parts 
of  the  country.  If  the  Federal  plan  requires  us  to  move  into  un- 
charted waters,  it  is  critical  that  we  have  the  ability  to  be  innova- 
tive in  our  experiments  to  create  the  most  efficient  system  to  serve 
our  citizens. 

We  must  maintain  grassroots  support  for  health  care  reform  over 
the  3  to  5  years  it  will  take  to  implement  any  new  programs. 
States  must  have  flexibility  in  addressing  local  concerns  to  main- 
tain that  support.  We  already  have  significant  experience  in  admin- 
istering health  care  programs  and  in  regulating  insurance  and 
health  providers. 

I  would  point  out  something  to  you  as  an  aside.  In  my  State  in 
the  last  4  years,  we  have  not  raised  the  premiums  on  our  State  em- 
ployees. At  the  same  time,  we  have  had  to  pour  millions  and  mil- 
lions of  more  dollars  into  funding  of  Medicaid.  So  we  have  to  look 
at  what  is  really  going  on  in  this  country. 

It  is  important  to  build  on  the  expertise  we  have  gained  and  it 
is  important  that  the  health  care  delivery  system  be  reformed  with- 
out duplication  at  the  Federal  level.  We  recognize  that  delivery  sys- 
tems differ  dramatically  from  State  to  State  and  we  are  at  different 
points  of  readiness  in  this  country. 

There  is  significant  agreement  among  the  Governors  on  national 
health  reform,  but  we  do  not  agree  on  all  aspects  of  reform,  espe- 
cially in  the  areas  of  cost  and  financing  of  the  new  system  and  the 
mandatory  nature  of  the  proposed  alliances. 

At  this  point,  I  am  going  to  call  on  my  colleague,  the  vice  chair 
of  the  National  Governors'  Association,  Governor  Howard  Dean,  to 
talk  about  the  President's  Health  Security  Act. 

Governor  Dean.  Thank  you,  Carroll,  and  thank  you,  Mr.  Chair- 
man. 

I  want  to  hist  reiterate  Carroll's — let  me  reiterate,  Carroll's 
thanking  you  ior  allowing  us  to  come  before  you.  There  is  the  possi- 
bility of  a  partnership  here,  and  we  really  appreciate  the  fact  that 
you  are  recognizing  that  we  do  have  a  role  to  play  and  we  want 
to  be  as  helpnil  as  possible  to  you  and  the  committee. 

We  recognize  that  the  States  should  be  central  to  health  care  re- 
form and  believe  that  should  be,  but  we  also  recognize  we  cannot 
possibly  solve  this  problem  alone.  In  the  long  run,  we  will  only  be 
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successful  if  we  are  part  of  a  national  system  that  creates  uniform 
standards  in  the  rules  of  the  game  and  assures  fairness  across 
State  lines. 

We  can  make  progress  at  the  State  level,  and  there  are  a  number 
of  States  that  are  doing  that,  but  ultimately  we  need  to  be  in  a 
partnership  between  the  States  and  the  Federal  Government. 

As  Governor  Campbell  said,  the  National  Governors'  Association 
has  not  endorsed  the  President's  plan  in  its  entirety,  but  we  do  be- 
lieve a  number  of  things.  First  and  foremost,  as  Carroll  has  said, 
the  State-based  concept  that  underlies  the  President's  plan  should 
be  central  to  whatever  plan  the  Congress  finally  passes  and  the 
President  signs.  We  do  not  agree  on  the  appropriate  financing 
mechanism.  The  policy  is  silent  on  that. 

Some  Governors  do  support  employer  mandates;  others  do  not. 
Some  support  premium  caps;  others  do  not.  But  I  would  like  to  talk 
specifically  about  certain  parts  of  the  President's  legislation  and  try 
to  sum  up  the  Governors'  reactions  to  these  provisions. 

I  think  in  general  we  support  the  concept  of  health  alliances,  al- 
though the  policy  is  silent  on  whether  the  alliance  should  be  man- 
datory or  voluntary  in  nature.  Governors  are  pursuing  both  ver- 
sions in  their  own  States.  We  believe  that  the  alliance  can  be  an 
effective  mechanism  for  controlling  costs  and  eliminating  inefficien- 
cies in  the  health  insurance  marketplace. 

Governors  support  the  concept  of  State  regulation  of  accountable 
health  plans  within  federally  defined  parameters.  We  think  it  is 
important  to  maintain  a  strong  State  role  in  regulating  insurance, 
but  we  do  not  object  to  some  Federal  standards  in  this  regard. 

Furthermore,  Governors  are  generally  very  supportive  of  the 
strong  emphasis  the  President  places  on  managed  care  develop- 
ment. Many  Governors  are  actively  supporting  the  development  of 
managed  care  networks  in  their  own  State  and,  many  believe  this 
is  the  most  effective  cost  containment  tool  we  have  in  the  long  run. 

There  is  some  concern  about  State  liabilities  for  ensuring  access 
to  AHP.  One  of  the  pieces  of  this  partnership  which  is  going  to  be 
delicate  as  we  move  along  is  the  fear  of  Governors  that  we  may  end 
up  picking  up  a  lot  of  the  tab  for  additional  costs  and  benefits,  and 
that  is  going  to  be  a  recurring  theme  throughout  the  discussions 
that  the  Governors  have  with  the  Congress  and  with  this  commit- 
tee. 

Governors  support  the  transition  concept  contained  in  the  Clin- 
ton plan.  While  some  States  will  have  difficulty  meeting  the  re- 
quirements of  the  time  line,  others  will  be  chomping  at  the  bit  and 
wanting  to  move  forward  more  quickly. 

The  transition  period  allows  States  at  different  points  of  readi- 
ness to  proceed  at  differing  paces  while  keeping  the  pressure  on  all 
States  to  meet  the  national  goals  of  access  and  cost  containment. 

Governors  look  favorably  on  the  proposed  new  home  and  commu- 
nity-based care  program  for  long-term  care.  There  is  concern,  how- 
ever, about  the  lack  of  limits  on  State  liability  under  this  proposal, 
but  we  are  generally  supportive  of  the  notion  of  community-based 
care  as  an  alternative  and  recognize  States  can  decide  whether  to 
participate  in  the  program. 

Governors  do  not  agree  among  themselves  on  whether  premium 
caps  are  a  good  idea,  Dut  we  do  agree  if  premium  caps  are  imple- 
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merited,  we  have  to  be  very  careful  about  how  we  do  that.  We  are 
using  premium  caps  in  our  reform  efforts  in  Vermont,  which  is  to 
go  forward  January  1,  1995,  but  there  is  discussion  among  the  Gov- 
ernors and  some  Governors  feel  strongly  that  is  not  a  good  idea. 

The  single-payer  option,  I  think  the  Governors  support  the  fact 
it  is  in  the  bill,  though  none  are  talking  about  implementing  a 
strict  single-payer  option  in  our  own  State,  but  we  very  much  ap- 
preciate that  flexibility  and  would  like  that  flexibility  to  be  kept  in 
the  bill. 

I  know  that  today's  hearing  is  focused  principally  on  the  eco- 
nomic effects  of  the  President's  plan  and  I  want  to  spend  a  moment 
addressing  that  subject. 

You  will  get  a  great  many  expei  is  in  front  of  you  who  are  fearful 
of  the  potential  effects  of  an  employer  mandate.  Some  of  my  fellow 
Governors  are  very  concerned  about  this  as  well. 

We  come — I  come  from  a  small  business  State.  We  do  have  an 
employer  mandate  in  our  plan,  but  the  President  has  indicated  his 
flexibility,  and  certainly  there  is  not  an  NGA  policy  on  this,  as  Rep- 
resentative Stark  pointed  out.  However,  the  worse  we  can  do  for 
our  economy  is  to  do  nothing  at  all.  Because  if  we  do,  the  health 
care  costs  will  continue  to  be  a  tremendous  drag  on  our  economy. 

I  don't  believe  it  is  going  to  be  possible  to  control  the  Federal  def- 
icit if  we  do  not  deal  with  the  health  care  cost  problem,  and  the 
President's  plan  does  provide  a  measure  of  doing  that. 

The  small  business  is  the  backbone  of  our  own  economy  in  Ver- 
mont. I  personally  believe — and  this  is  not  an  NGA  position  that 
it  can  be  structured — but  there  is  concern  on  this  committee  as 
well  for  the  structuring  of  the  mandate.  And,  again,  the  NGA  does 
not  have  a  position  on  this,  and  the  President  has  indicated  he  is 
going  to  be  flexible  and  we  would  like  to  continue  to  work  with  this 
committee  in  regards  to  how  this  plan  might  be  financed  in  a  way 
that  is  acceptable  to  as  many  people  as  possible. 

I  see  health  care  reform  and  universal  coverage,  frankly,  in  our 
State,  as  an  economic  development  tool.  If  we  could  get  our  costs 
anywhere  near  the  target  the  President  has  in  his  bill,  I  would  be 
very  pleased  to  go  to  the  States  of  some  of  my  neighboring  Gov- 
ernors—Carroll excluded — and  say  "Our  costs  are  only  going  up  6 
percent.  If  yours  are  going  up  10  percent,  why  don't  you  come 
across  and  set  up  in  our  State.' 

I  believe  firmly,  ultimately  that  will  be  an  advantage  the  whole 
country  will  have  if  the  committee  passes  a  bill  that  does  meet  the 
Governors'  objectives  and  the  President's  objectives  of  controlling 
costs  and  having  access  available  for  all. 

The  net  result  of  that  is  our  competitive  situation  in  the  world 
will  improve  significantly  and  we  want  to  encourage  you  as  much 
as  possible. 

Thank  you. 

Governor  Campbell.  Thank  you,  Governor  Dean. 

In  evaluating  the  potential  economic  effects  of  any  serious  health 
care  proposal,  I  think  it  is  critical  to  differentiate  between  long- 
term  and  short-term  impacts  and  this  is  something  you  will  have 
to  be  aware  of.  Let's  face  it,  health  care  costs  are  virtually  bank- 
rupting all  three  levels  of  government  and  they  are  creating  a  drag 
on  the  U.S.  competitiveness,  as  Governor  Dean  has  said. 
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Medicaid  was  only  10  percent  of  State  budgets  in  1986.  Today  it 
is  about  17  percent  and  will  approach  25  percent  by  the  late  1990s 
if  current  growth  rates  continue. 

Medicaid  grew  at  about  30  percent  per  year  in  1991  and  1992. 
More  State  money  is  now  spent  on  Medicaid  than  on  higher  edu- 
cation. I  am  trying  to  point  out  where  some  of  our  major  problems 
are  coming  from  in  this  whole  field,  and  soon  it  will  be  more.  We 
estimate  in  about  4  years  it  will  be  more  than  the  21  percent  of 
our  budget  that  we  spend  on  all  elementary  and  secondary  edu- 
cation in  this  country;  for  one  program,  for  Medicaid. 

Last  year  the  Federal  Government  spent  almost  $200  billion  on 
Medicare  and  Medicaid  with  dramatic  increases  projected  over  the 
next  decade,  and  in  10  years,  these  two  programs  will  cost  about 
$626  billion  if  something  is  not  done  with  them.  As  a  percentage 
of  our  gross  national  product,  these  two  programs  will  nearly  dou- 
ble from  3.5  percent  in  1992  to  6.2  percent  by  the  year  2003. 

Local  governments  have  been  hit  hard  by  health  care  increases 
for  their  employees — my  State  has  been  an  exception  the  last  4 
years,  and  I  will  explain  that  if  we  have  time  in  the  questioning — 
because  they  are  often  the  provider  of  last  resort. 

We  do  fear  the  cost  shift.  The  cost  shift  is  to  the  taxpayer.  It  just 
happens  to  go  to  the  taxpayer  at  the  local  and  State  level  instead 
of  the  Federal  level. 

Lowering  the  rate  of  increase  in  health  care  costs  will  allow  gov- 
ernments at  every  level  to  set  priorities,  to  hold  down  taxes,  and 
to  provide  for  funding  for  both  human  and  fiscal  capital.  This 
means  more  money  for  education  and  training  as  well  as  roads, 
bridges,  ports  and  other  infrastructure  improvements. 

Over  time,  this  public  investment  will  increase  productivity,  cre- 
ate jobs,  and  increase  real  income.  We  will  see  a  similar  effect  on 
the  private  sector  where  cost  reduction  could  likely  play  out  two 
ways:  First,  firms  will  have  higher  profits,  which  could  be  used  for 
new  capital  investment  and  job  creation;  and,  second,  consumers 
would  benefit  from  the  lower  cost  of  goods  produced  by  U.S.  firms 
which,  in  turn,  would  stimulate  competitiveness  in  the  inter- 
national market. 

While  the  long-term  outlook  is  more  positive,  there  is  consider- 
able uncertainty  regarding  the  potential  short-term  impact.  The 
health  care  industry  in  this  Nation  has  created  one  out  of  every  six 
jobs  over  the  last  10  years.  As  the  growth  in  the  health  care  spend- 
ing slows,  so  will  its  ability  to  create  new  jobs. 

Also,  there  will  be  other  negative  economic  effects.  The  insurance 
industry  will  feel  repercussions  due  to  reduction  in  the  fee-for-serv- 
ice  business.  And  most  troubling  of  all  is  the  potential  impact  on 
some  small  businesses  because  of  the  employer  mandate.  These  are 
all  potential  impacts  on  jobs  in  America. 

The  good  news  is  that  the  figure  changes  I  see  daily  in  the  paper 
30-some  million  people  who  do  not  currently  have  health  insurance 
on  a  given  day  would  be  insured  if  this  came  about.  There  will  also 
be  some  positive  impact  from  controlling  health  care  costs  from 
many  firms  and  government,  but  the  net  effect  on  employment  and 
income  is  difficult  to  determine.  Competition — and  I  say  this  be- 
cause we  are  already  beginning  to  see  some  of  it — competition  may 


16 

force  closure  of  some  hospitals,  most  likely  in  suburban  and  rural 
areas. 

While  such  an  adjustment  may  be  necessary,  it  could  cause  some 
negative  economic  effects  during  this  transition  period  in  a  number 
of  States  and  that  has  been  expressed  as  a  concern  by  Governors. 

The  Clinton  plan,  as  introduced,  as  well  as  alternative  reform 
plans,  have  the  potential  for  an  imbalance  in  the  distribution  of 
funds  from  State  to  State.  States  which  will  have  the  largest  num- 
ber of  uninsured,  primarily  the  unemployed,  after  the  employer 
mandate  is  implemented,  will  gain  since  they  will  be  subsidized  by 
the  Federal  Government.  States  which  have  a  high  percentage  of 
their  population  over  65  and  receiving  Medicare,  as  well  as  those 
over  50  who  are  pensioners — if  the  Clinton  plan  goes  through  as 
presented — would  gain  since  there  would  be  new  federally  paid 
drug  benefits  and  subsidies  for  those  individuals. 

States  that  have  expensive  health  care  costs  and  low  wages 
might  gain  since  the  7.9  percent  subsidy  cap  might  provide  some 
additional  subsidies  to  firms  over  that  cap.  States  with  a  dispropor- 
tionate share  of  small  businesses  that  do  not  currently  provide 
complete  health  insurance  will  lose,  period.  They  will  lose. 

However,  the  impact  is  complicated  since  it  depends  on  the  aver- 
age wage  as  well  as  the  average  firm  size  of  small  employers.  The 
extent  of  the  potential  positive  and  negative  impacts  will  depend 
substantially  on  the  following: 

First,  there  is  the  underlying  strength  of  the  overall  economy.  If 
the  economy  is  very  good,  it  will  not  impact  as  much,  and  we  all 
understand  that.  In  a  period  of  strong  economic  growth,  this  coun- 
try could  absorb  certain  things,  but  in  a  fragile  economy,  it  will  be 
very,  very  difficult  to  make  adjustments.  Second,  the  length  of  the 
transition  period.  In  general,  the  longer  the  phasein,  the  more  lim- 
ited the  short-term  negative  economic  impact.  However,  the  faster 
we  restrain  costs,  the  more  positive  the  impact.  So  we  are  caught 
between  two  things.  Third,  the  flexibility  for  States  and  the  private 
sector  to  make  adjustments.  I  emphasize  the  private  sector  because 
we  ought  not  to  forget  it  as  we  go  through  this  because  that  is 
where  a  lot  of  our  research  comes  from  and  a  lot  of  other  things. 
The  more  rigid  the  system,  the  greater  the  potential  for  negative 
impacts  in  this  area.  Fourth,  the  effectiveness  of  global  budgets.  If 
global  budgets  are  too  tight  or  there  is  a  misallocation  of  spending 
across  alliances,  there  will  be  some  short-term  economic  disloca- 
tion. If  budgets  work  effectively,  then  costs  might  come  down. 

The  answers  to  these  unresolved  issues  will  rest  with  those 
working  to  legislate  health  care  reform,  and  on  behalf  of  the  Na- 
tion's Governors,  I  want  to  express  our  appreciation  for  the  oppor- 
tunity to  discuss  these  issues  and  we  hope  our  viewpoints  will  be 
useful  as  you  go  about  our  work. 

I  want  to  reiterate  what  Howard  Dean  said.  We  want  to  work 
with  the  Congress.  We  want  to  work  to  find  a  solution.  Mr.  Chair- 
man, we  stand  ready  to  be  of  assistance  in  any  way  we  can,  and 
we  would  be  happy  to  answer  any  questions  you  may  pose. 

Chairman  Rostenkowski.  Thank  you  very  much. 

[The  prepared  statement  of  Governors  Campbell  and  Dean  fol- 
lows:] 
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Statement  of 

Governor  Carroll  A.  Campbell  Jr. 

Chairman 
National  Governors'  Association 

and 

Governor  Howard  Dean 

Vice  Chairman 

National  Governors'  Association 


Health  Care  Reform 

December  IS,  1993 

Good  morning  Mr.  Chairman  and  members  of  the  committee.  We  appreciate  the  opportunity  to 
appear  before  you  today  on  behalf  of  the  nation's  Governors  to  discuss  national  health  care 
reform. 

In  this  statement,  we  would  like  to  summarize  several  major  issues  as  follows: 

1 .  The  Governors'  health  care  reform  policy. 

2.  The  appropriate  state  role  in  health  care  reform. 

3.  The  Governors'  reaction  to  President  Clinton's  Health  Security  Act. 

4.  The  potential  economic  impacts  of  health  care  reform. 

The  Governors'  Health  Care  Reform  Policy 

Health  care  reform  has  been  a  major  priority  for  both  NGA  and  individual  Governors  over  the  last 
few  years.  The  nation's  Governors  have  pursued  health  care  reform  policy  on  two  tracks.  The 
first  calls  for  the  enactment  of  a  comprehensive  federal  framework  with  state  flexibility  and  the 
second  calls  for  immediate  enactment  of  those  federal  legislative  changes  that  are  necessary  to 
allow  states  to  move  now  to  effectively  reorganize  the  delivery  system,  increase  access,  and 
restrain  costs. 

Last  February,  the  Governors  adopted  a  comprehensive  policy  on  national  health  reform  that  calls 
for  universal  access  to  affordable  quality  health  care.  The  policy  supports  a  national  health  care 
system  that  recognizes  the  importance  of  a  federal  framework  for  health  reform,  but  at  the  same 
time  recognizes  the  essential  roles  and  responsibilities  of  states.  The  Governors  support  a 
framework  inclusive  of  managed  competition  that  guarantees  universal  access  to  coverage.  It 
would  include  a  core  national  benefits  package  that  is  tax  deductible,  emphasizes  primary  and 
preventive  care  and  allows  portability  of  coverage;  insurance  reforms  that  address  guaranteed 
renewability,  portability,  and  availability;  tort  reform;  antitrust  changes;  administrative 
simplifications;  and  the  development  of  national  health  outcomes  so  that  Americans  can  assess  the 
quality  of  their  health  care.  The  policy  also  allows  for  purchasing  cooperatives  at  the  state  level. 
While  the  Governors'  policy  addresses  purchasing  cooperatives,  it  does  not  specify  that  they 
should  be  mandatory  or  voluntary  and  there  are  differences  of  opinion  among  Governors  on  this 
issue. 

The  Governors  believe  that  strong  cost  control  systems  are  integral  to  any  health  care  reform 
system  adopted  for  the  nation,  but  effective  cost  control  can  be  achieved  only  in  conjunction  with 
universal  access.  As  a  group  Governors  do  not  endorse  enforceable  budgets,  preferring  budget 
targets  instead.  We  reasoned  that  setting  enforceable  budgets  for  one-seventh  of  the  American 
economy  requires  a  stable  and  objective  national  data  system  that  does  not  now  exist.  And, 
finally,  the  Governors  call  for  major  reform  of  the  Medicaid  program  so  that  all  current  Medicaid 
recipients  would  receive  their  acute  care  coverage  in  a  managed  care  setting. 
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While  the  Governors  pledge  to  continue  working  with  President  Clinton  and  Congress  to  enact 
comprehensive  reform,  we  also  believe  that  a  number  of  reforms  should  be  pursued  now.  Those 
reforms  include  permitting  states  to  implement  Medicaid  managed  care  programs  through  state 
plan  amendments  as  opposed  to  waivers,  and  the  establishment  a  waiver  process  for  ERISA  so 
that  states  have  the  opportunity  to  implement  broad-based  financing  mechanisms  for  state  reform 
and  to  include  self-insured  plans  in  state-based  reform  programs.  Managed  care  for  the  acute  care 
portion  of  Medicaid  will  help  recipients  get  appropriate  prevention-oriented  care.  This  will  not 
only  increase  the  quality  of  care  for  Medicaid,  but  it  would  reduce  the  cost  shifts  to  the  private 
sector.  This  lack  of  managed  care  in  the  public  programs  is  one  of  the  reasons  that  Medicaid  and 
Medicare  has  grown  46  percent  over  the  last  several  years  while  the  private  side  has  grown  only 
25  percent  over  the  same  time  period. 

The  Appropriate  State  Role  in  Health  Care  Reform 

Let  us  be  clear,  Mr.  Chairman,  the  Governors  do  not  want  to  have  fifty  different  state  programs. 
Governors  want  portability  of  health  care  benefits  from  state  to  state  that  are  tax  deductible  for  all 
citizens  equally,  and  they  are  extremely  sensitive  to  the  concerns  of  large  multistate  employers. 
Furthermore,  Governors  understand  the  need  for  a  system  that  is  organized  by  the  federal 
government  and  creates  some  uniform  "rules  of  the  game"  across  state  lines  to  ensure  portability. 
It  is  for  these  reasons  that  the  NGA  supports  a  strong  federal  framework  that  includes: 

1 .  The  enactment  of  federal  legislation  to  limit  medical  underwriting  and  minimize  the  variation 
in  rates  that  different  individuals  and  groups  are  charged.  But  states  should  continue  to 
enforce  insurance  regulations. 

2.  A  core  benefits  package. 

3.  Federal  malpractice  guidelines  for  states  will  follow. 

4.  Changes  in  federal  antitrust  legislation. 

5.  Medical  outcome  and  quality  information  standards. 

6.  Administrative  streamlining. 

Not  only  are  these  elements  of  a  strong  federal  framework  they  also  preempt  state  authority  in  a 
number  of  important  areas.  Nevertheless,  they  are  necessary  to  develop  an  efficient  delivery 
system  for  health  care.  State  flexibility  is  the  other  major  component  necessary  to  develop  an 
efficient  system.  States  need  to  have  the  flexibility  to  administer  on  a  day-to-day  basis  any  system 
that  is  eventually  enacted  within  this  federal  framework.  This  means  flexibility  in  designing, 
regulating,  and  overseeing  the  regional  alliances  and  accountable  health  plans.  It  also  means 
flexibility  in  administering  the  Medicaid  and  Medicare  programs  that  are  not  fully  integrated  into 
the  alliances.  Under  virtually  any  national  health  reform  scenario,  there  are  advantages  of  a  state- 
based  system. 

•  States  are  large  enough  to  gain  the  economies  of  scale  and  yet  small  enough  to  tailor  the 
system  to  the  unique  needs  and  cultures  of  individual  states. 

•  If  Congress  adopts  a  new  system  that  will  require  us  to  move  into  uncharted  waters,  it  is 
critical  to  allow  for  state  innovation  and  experimentation  to  design  the  most  efficient  and 
effective  systems,  and  to  allow  for  mid-course  corrections  and  adjustments  without  seeking 
federal  waivers  or  changes  in  federal  legislation. 

•  Given  that  the  implementation  of  a  new  health  care  system  will  take  a  minimum  of  three  to 
five  years,  it  is  critical  that  a  sustained  commitment  to  support  health  care  reform  be 
maintained  at  the  grassroots  level.  Allowing  state  flexibility  to  accommodate  and  adjust  to 
local  concerns  will  help  maintain  that  commitment 

•  States  already  have  significant  experience  in  administering  health  care  programs,  such  as 
Medicaid  and  state  employees'  health  care,  and  states  have  a  strong  role  regulating  insurance 
and  health  care  providers.  It  is  important  to  build  on  this  expertise  and  not  have  the  federal 
government  duplicate  state  responsibilities. 

•  Delivery  systems  differ  dramatically  from  state  to  state,  and  states  are  at  different  points  of 
readiness. 

We  would  like  to  note,  however,  that  while  there  is  significant  agreement  among  the  Governors 
on  the  state  role  in  national  health  reform,  we  do  not  agree  on  all  aspects  of  health  care  reform. 
Most  notable  among  these  issues  is  the  cost  and  financing  of  the  new  system  and  the  mandatory 
nature  of  the  alliances. 
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The  Governors'  Reaction  to  the  President's  Health  Security  Act 

Like  most  Americans,  the  Governors  give  high  marks  to  the  President  for  putting  health  care 
reform  at  the  top  of  our  national  agenda.  The  Governors  also  are  appreciative  that  the  President 
has  proposed  a  state-based  system.  There  are  a  number  of  federal-state  issues  in  the  Clinton 
health  care  plan  that  the  Governors'  policy  supports,  while  there  are  others  that  are  not  supported 
by  existing  policy. 

Alliances  and  Accountable  Health  Plans.  The  Governors  support  the  states'  discretion  on  the 
number  and  regional  boundaries  of  alliances.  This  will  enable  individual  states  to  consider  how  its 
provider  community  and  local  governments  are  organized.  The  Governors  support  such  latitude, 
but  still  have  some  questions  about  one  aspect  of  this  provision.  The  act  does  not  permit 
metropolitan  statistical  areas  to  be  divided  into  different  alliances.  As  we  understand  it,  the  policy 
was  designed  to  preclude  discriminatory  practices  in  drawing  alliance  boundaries.  We  support  the 
antidiscriminatory  language  in  the  act  and,  if  necessary,  would  support  stronger  language  to  give 
states  the  broader  flexibility  at  issue.  However,  at  the  very  least,  there  should  be  a  waiver 
provision  to  allow  the  division  of  metropolitan  statistical  areas.  Our  concern  is  that  it  may  be 
important  in  some  states  to  draw  boundaries  that  include  rural  areas  with  a  part  of  the  SMSA. 
Also,  in  some  areas  it  may  be  important  to  accommodate  alliances  that  cross  state  boundaries. 
This  may  increase  the  quality  of  care  that  is  available  in  rural  areas.  Finally,  the  Governors 
support  the  flexibility  to  decide  the  legal  entity  governing  the  alliance  (i.e.,  state  agency,  quasi- 
governmental  agency,  or  private  nonprofit  organization). 

Although  few  states  will  likely  pursue  the  single-payer  system,  the  Governors  support  the 
flexibility  to  have  this  option  as  described  in  the  act  with  one  modification.  The  act  would  require 
the  single-payer  system  to  be  operated  by  the  state  or  a  designated  agency  of  the  state.  The 
Governors  prefer  to  be  able  to  contract  out  all  or  parts  of  a  state's  operation  to  the  private  sector 
and  would  like  the  legislative  language  to  specifically  allow  this  option.  Governors  also  support 
additional  flexibility  to  pursue  alternate  reform  so  long  as  goals  of  access,  quality,  and  cost 
containment  can  be  met 

The  Governors  support  the  authority  vested  in  states  to  certify  accountable  health  plans  (AHPs), 
as  well  as  to  oversee  the  audits  and  guarantee  funds.  States  already  have  considerable  experience 
in  this  area  due  to  the  traditional  role  as  regulators  of  insurance.  It  is  critical  that  states  have 
authority  over  both  the  alliances  and  the  AHPs  to  ensure  a  cost-effective  system. 

While  giving  state  flexibility  in  the  establishment  and  administration  of  health  alliances  and  AHPs, 
the  legislative  text  confuses  lines  of  authority  between  the  federal  and  state  governments  by  giving 
both  the  federal  government  and  states  some  direct  oversight  and  regulatory  control  over  these 
entities.  This  could  dilute  accountability  and  may  hurt  the  administrative  efficiency  of  the  system. 
Although  the  federal  government  has  a  legitimate  interest  in  the  efficient  and  effective  operation 
of  alliances  and  AHPs,  the  interest  is  best  expressed  through  direct  oversight  of  state 
governments,  which  can  then  regulate  and  oversee  alliances  and  plans.  We  suggest  that  the 
federal  government  provide  appropriate  general  guidelines  rather  than  direct  oversight. 

While  many  Governors  may  differ  on  the  need  for  setting  fee-for-service  rates,  we  appreciate  the 
ability  for  states  to  set  rates  for  the  entire  state  or  to  have  them  vest  this  authority  in  regional 
alliances,  as  appropriate. 

Finally,  there  is  some  concern  about  the  responsibility  of  states  to  ensure  adequate  access  to  a 
choice  of  health  plans,  as  described  in  the  act  The  language  calls  not  only  for  choice,  but  also  for 
access  to  plans  at  or  below  the  weighted  average  premium  "to  the  maximum  extent  practicable." 
The  availability  of  plans  will,  to  some  extent  be  determined  by  the  premium  budget  assigned  to 
the  alliance  and  the  number  of  AHPs  that  choose  to  bid  within  that  budget  cap.  Because  states 
will  have  no  control  over  the  budget  that  will  be  set  nationally,  states  may  not  have  the  tools  to 
ensure  choice.  Moreover,  the  act  stipulates  a  right  to  enforce  state  responsibilities  through  42 
U.S.C.  1983  that  is  quite  onerous.  Giving  individuals  the  right  to  sue  states  is  a  serious  issue  that 
will  be  vigorously  opposed  by  Governors. 

Finally,  it  appears  that  states  are  ultimately  responsible  to  ensure  that  individuals  have  access  to 
health  care.    Governors  are  very  concerned  that  this  provision  will  evolve  into  states  having 
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financial  responsibility  in  the  event  of  solvency  problems  for  AHPs  or  if  the  federal  government's 
contribution  reaches  the  enacted  cap.  States  also  have  some  fears  that  costs  will  be  shifted  to 
states  or  that  benefits  will  be  increased  without  additional  federal  funds. 

Premium  Caps.  Governors  are  committed  to  meaningful  cost  containment  that  will  bring  the 
rate  of  growth  in  health  care  spending  in  line  with  the  rate  of  growth  in  the  federal  economy.  The 
Governors'  policy  supports  budget  targets  in  the  early  years  of  national  reform,  rather  than 
immediate  enforceable  premium  (budget)  caps  as  detailed  in  the  Health  Security  Act.  Although 
the  cap  is  determined  and  enforced  by  the  federal  government,  the  impact  on  states  may  be  direct. 
If  the  federal  government  fails  to  set  reasonable  limits  in  the  first  several  years,  states  may  be  left 
with  the  responsibility  for  correcting  the  damage  done  to  providers,  networks,  and  the  availability 
of  health  care.  The  Governors  urge  caution  in  setting  premium  caps  in  the  early  years  of  health 
reform.  While  urging  caution,  the  Governors  do  support  the  provision  in  the  act  that  gives 
financial  incentives  to  states  to  try  to  bring  the  alliance  spending  in  under  the  budget.  Without 
this  incentive,  one  can  expect  that  each  alliance  would  negotiate  premiums  that  are  equal  to  the 
premium  cap  set  by  the  National  Health  Board. 

Transition  to  the  New  System.  States  may  begin  implementing  the  new  system  as  early  as 
January  1,  1996,  with  all  states  participating  within  two  years.  Although  this  deadline  is 
somewhat  ambitious,  Governors  believe  that  it  can  be  met  with  the  additional  planning  and  start- 
up funds  detailed  in  the  legislative  text.  In  fact,  some  states  would  prefer  to  begin  operating  a 
national  system  before  the  1996  start  date  and  will  be  seeking  authority  to  do  so. 

Currently,  a  number  of  states  are  establishing  mandatory  or  voluntary  alliances,  and  others  will  be 
considering  such  legislation  next  year.  In  addition,  states  have  undertaken  insurance  reforms, 
budgeting,  integration  of  public  and  private  programs,  and  other  initiatives  consistent  with  the 
President's  proposal.  These  states  will  serve  as  laboratories  for  the  President's  approach,  and 
other  states  will  be  able  to  benefit  from  their  experiences.  Essentially,  the  two-year  window  will 
allow  states  such  as  Florida,  Hawaii,  Minnesota,  Oregon,  Vermont,  and  Washington  to  implement 
early,  since  many  of  them  already  have  enacted  major  health  care  reform.  Similarly,  it  will  give 
other  states  more  time  to  implement.  It  is  important  to  have  the  planning  and  start-up  funds  in  the 
proposed  legislation.  States  will  have  strong  incentive  to  implement  early  since  they  will  receive 
low-income  and  small  business  subsidies  when  they  implement  the  new  system. 

New  Community-Based  Long-Term  Care  Program.  The  act  creates  a  new  community-based 
long-term  care  program  for  persons  with  significant  functional  impairments.  The  Governors 
support  community-based  alternatives  to  institutional  care,  and  the  act  has  several  provisions, 
including  this  one,  consistent  with  that  position.  The  Governors  support  the  fact  that  states  are 
given  substantial  flexibility,  that  community-based  long-term  care  is  not  an  individual  entitlement 
program,  and  that  this  is  an  optional  program.  The  one  concern  is  that  federal  financial 
participation,  though  significant,  is  capped,  while  the  state  financial  exposure  may  not  be. 

Potential  Economic  Impacts 

In  evaluating  the  potential  economic  impacts  of  the  President's  or  other  health  care  reform 
proposals,  it  is  critical  to  differentiate  between  long-  and  short-run  impacts. 

Long-run  Impacts.  Any  proposal  that  significantly  reduces  the  rate  of  increase  in  health  care 
costs  will  have  a  major  positive  long-run  economic  impact.  This  is  because  health  care  costs  are 
virtually  bankrupting  all  three  levels  of  government  and  may  be  creating  a  drag  on  United  States 
competitiveness. 

•  In  1986,  Medicaid  was  only  10  percent  of  state  budgets;  in  1993,  it  has  grown  to  about  17 
percent,  and  is  likely  to  approximate  25  percent  by  the  late-1990s  if  current  growth  rates 
continue.  Medicaid  grew  about  30  percent  per  year  in  1991  and  1992.  More  state  money  is 
now  spent  on  Medicaid  than  the  11  percent  spent  on  higher  education,  and  within  a  couple  of 
years  it  will  be  more  than  the  21  percent  spent  on  all  elementary  and  secondary  education. 

•  In  1992,  the  federal  government  spent  almost  $200  billion  on  Medicare  and  Medicaid.  These 
are  the  only  programs  in  the  budget  that  are  projected  to  increase  dramatically  over  the  next 
decade.    By  the  year  2003,  these  two  programs  will  cost  $626  billion.   Alternatively  stated, 
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the  percentage  of  Gross  National  Product  in  these  two  programs  will  increase  from  3.5 
percent  in  1992  to  6.2  percent  by  2003. 

•  Counties  and  other  local  governments  also  have  been  hit  hard  by  health  care  cost  increases  not 
only  for  their  employees,  but  by  the  fact  that  local  government  has  often  been  the  provider  of 
last  resort. 

Dramatically  lowering  the  rate  of  increase  of  health  care  costs  will  allow  governments  at  all  levels 
to  change  priorities,  reduce  taxes,  and  provide  more  funding  for  both  human  and  physical  capital. 
This  means  more  funding  for  education  and  training,  as  well  as  roads,  bridges,  ports,  and  other 
types  of  infrastructure.  Over  time,  such  increases  in  public  investment  should  help  increase 
productivity,  create  jobs,  and  increase  real  income. 

Not  only  will  decreasing  the  rate  of  growth  in  health  care  costs  help  all  levels  of  government,  it 
should  have  a  similar  impact  on  the  private  sector.  Cost  reduction  will  likely  play  out  in  two 
ways.  First,  firms  will  have  higher  profits  that  could  be  used  for  new  capital  investment,  which 
would  help  increase  productivity  and  real  income.  Second,  it  would  be  reflected  in  a  lower  cost 
of  goods  produced  by  U.S.  firms.  This  should  benefit  U.S.  consumers,  and  make  United  States 
goods  comparatively  cheaper  in  the  international  market,  which  should  further  stimulate  the 
growth  in  the  U.S.  economy. 

Short-run  Impacts.  While  the  long-term  impact  is  positive,  there  is  considerable  uncertainty 
about  the  potential  short-run  impacts.  The  potential  adjustments  could  take  the  following  forms. 

National  Impacts.  The  health  care  industry  that  has  created  one  out  of  every  six  jobs  in  the 
United  States  over  the  last  ten  years.  As  the  growth  in  health  care  spending  slows,  so  will  the 
industry's  ability  to  create  new  jobs.  In  addition  to  this  slowing  of  the  rate  of  job  creation,  there 
will  be  some  other  negative  economic  impacts.  First,  there  may  be  some  negative  impact  on  the 
insurance  industry  due  to  a  reduction  in  the  fee-for-service  business.  Second,  there  may  be  a 
negative  impact  on  some  small  businesses  that  do  not  now  provide  health  coverage  because  of  the 
mandate  to  pay  health  care  benefits.  On  the  other  hand,  there  will  be  some  positive  economic 
impacts  due  to  the  fact  that  some  37  million  people  who  do  not  currently  have  health  insurance 
will  become  insured.  There  will  also  be  some  positive  impact  from  capping  the  cost  of  health  care 
for  many  firms  and  governments.  The  net  impact  on  employment  and  income  is  difficult  to 
determine  at  this  time. 

Impacts  Within  a  State.  Currently,  we  have  very  low  hospital  utilization  and  competition  may 
force  closure  of  some  hospitals,  probably  in  suburban  and  possibly  in  rural  areas.  This  also  may 
require  new  investments  in  clinics  and  other  facilities  in  urban  and,  possibly,  rural  areas.  While 
such  an  adjustment  may  be  necessary  it  could  cause  some  dislocation  during  the  transition  period 
in  a  number  of  states. 

Impacts  Across  States.  The  Clinton  plan  as  introduced,  as  well  as  alternative  reform  bills,  have 
the  potential  for  distributional  impacts  across  states.  While  it  is  very  difficult  to  quantify  the 
various  impacts,  the  following  points  may  be  important: 

•  States  that  will  have  the  largest  number  of  uninsured,  primarily  the  unemployed,  after  the 
employer  mandate  is  implemented  will  gain  since  they  will  be  subsidized  by  the  federal 
government. 

•  States  that  have  a  high  percentage  of  their  populations  over  65  and  receiving  Medicare,  as 
well  as  those  over  50  who  are  pensioners,  will  gain  since  there  will  be  new  federally  paid  drug 
benefits  and  subsidies  for  these  individuals. 

•  States  that  have  expensive  health  care  costs  relative  to  wages  will  gain  since  the  7.9  percent 
caps  will  provide  a  federal  subsidy  to  firms  over  the  cap. 

•  States  that  have  a  disproportionate  share  of  small  business  that  do  not  currently  provide  health 
insurance  will  lose.  However,  the  exact  impact  is  complicated  since  it  depends  on  the  average 
wage  as  well  as  average  number  of  employees  in  small  firms. 

The  collective  impact  is  difficult  to  quantify.  However,  it  may  depend  substantially  on  the 
following: 
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1.  The  underlying  strength  of  the  economy  when  health  care  reform  is  implemented.  If  economic 
growth  is  robust,  then  any  potential  short-run  adjustments  would  be  minimal.  On  the  other 
hand,  if  the  economy  is  fragile,  the  adjustment  may  be  more  difficult. 

2.  The  length  of  the  transition  period.  In  general,  the  longer  the  phase-in  the  more  limited  the 
short-run  economic  adjustment  However,  the  faster  that  the  growth  rate  of  health  care  costs 
is  restrained,  the  more  positive  the  impact 

3.  The  flexibility  for  states  and  the  private  sector  to  make  adjustments.  The  greater  the  flexibility 
for  states  and  the  private  sector  to  make  adjustments  during  the  implementation  stage,  the 
greater  the  possibility  of  avoiding  short-run  adjustments.  The  more  rigid  the  system,  the 
greater  the  potential  for  negative  economic  impacts. 

4.  The  amount  of  slack  in  the  health  care  system.  If  there  is  substantial  inefficiency  in  the  current 
health  care  system,  then  the  adjustment  will  be  relatively  smoother. 

5.  The  effectiveness  of  global  budgets.  If  global  budgets  are  too  tight  or  there  is  a  misallocation 
of  spending  across  alliances,  then  there  may  be  some  short-run  economic  dislocations.  If,  on 
the  other  hand,  budgets  work  effectively,  then  costs  will  come  down  quickly  with  a  positive 
impact 

Mr.  Chairman,  we  would  be  very  happy  to  answer  any  questions. 
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Chairman  Rostenkowski.  Would  it  be  a  good  idea  to  include  in 
a  maior  health  reform  plan,  like  the  administration's  plan,  national 
standards  so  that  the  performance  of  health  plans  could  be  as- 
sessed? I  try  to  imagine  how  we  could  do  it — how  we  would  assess 
them  without  such  standards.  How  can  consumers  understand  the 
meaning  of  comparative  information  about  different  kinds  of  plans 
if  they  do  not  understand  these  standards  on  which  the  informa- 
tion is  based? 

I  would  like  to  get  an  opinion  from  both  of  you  as  to  whether  or 
not  this  is  troubling. 

Governor  Dean.  We  have  had  some  discussions  on  that,  Mr. 
Chairman,  and  I  think  the  Governors  firmly  support  national  out- 
come standards,  which  probably  can  only  be  done  at  the  Federal 
level. 

You,  of  course,  are  going  to  elicit  our  own  personal  opinions,  as 
well  as  our  Governors,  because  many  of  these  questions  the  Gov- 
ernors have  not  formally  discussed  and  do  not  have  a  position. 

I  believe  it  would  make  sense  to  not  help  prescribe  for  us  how 
to  get  to  those  standards,  but  I  don't  believe  the  Governors  would 
have  an  objection  to  a  national  benefits  package  or  a  national  com- 
parison about  who  was  able  to  deliver  the  kinds  of  services  in  the 
way  that  the  Federal  Government  and  the  State  government 
thought  was  appropriate.  And,  most  importantly,  if  that  informa- 
tion were  made  publicly  available,  then  consumers  would  have  that 
information  to  make  their  informed  choices. 

So  I  would  certainly  defer  to  the  chairman  of  the  NGA,  but,  in 
my  view,  that  would  be  a  positive  thing. 

Governor  Campbell.  Well,  the  question  I  guess  is  what  type  of 
performance  information  you  are  seeking;  is  it  on  controlling  costs 
or  on  delivering  health  care? 

If  it  is  in  the  performance  in  the  delivery  of  health  care,  then  I 
think  that  we  can  and  probably  do  at  this  time  in  our  States  de- 
fine, for  instance,  certain  types  of  providers  that  are  allowed  in  or 
allowed  out  because  of  their  ability  to  deliver  a  service. 

In  some  instances,  States,  and  we  are  guilty  in  our  State,  have 
voted  some  providers  in  that  you  question  whether  they  can  deliver 
the  services  and  I  think  that  helps  to  drive  some  of  the  costs,  par- 
ticularly in  Medicaid.  And  so  I  do  think  that  it  is  perfectly  reason- 
able to  have  professional  standards  that  should  be  met. 

The  delivery  system  is  going  to  be  different  in  a  metropolitan 
area  with  state-of-the-art  hospitals  and  a  teaching  university  near- 
by and  in  a  more  rural  setting  where  you  do  not  have  that. 

Now,  teleconferencing  and  telemedicine  and  things  like  that  are 
the  way  we  are  working  to  get  access  to  these  types  of  experts,  and 
we  have  put  these  links  in  in  a  lot  of  our  States,  but  we  need  to 
recognize  the  fact  that  there  is  a  difference  in  delivery  and  you  can- 
not mandate  it  by  the  Federal  Government.  It  is  just  the  popu- 
lation and  the  groupings  that  we  have  in  this  country. 

We  need  to  determine  some  best  practice  standards.  They  need 
to  be  followed  under  these  guidelines,  but,  by  the  same  token,  we 
need  to  recognize  differences  for  rural  doctors  and  teaching  univer- 
sities in  the  delivery  of  medicine. 

Chairman  Rostenkowski.  Governor  Campbell,  this  is,  I  guess, 
best  addressed  to  you.  Several  witnesses  briefly  talked  about  the 
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possibility  of  some  type  of  Federal  assistance  to  tobacco  farmers; 
for  example,  transitional  programs  to  help  farmers  convert  their 
land  to  other  cash  crops,  if  the  75-cent-per-pack  tax  goes  into  effect, 
as  the  administration  is  suggesting.  I  am  wondering,  do  you  think 
that  this  transitional  help  would  be  of  great  assistance  to  people 
in  your  part  of  the  country? 

Governor  Campbell.  We  looked  at  that.  We  estimate  if  that  tax 
goes  in,  you  will  probably  have  a  fall-off  in  smoking.  You  will  not 
gain  as  much  money  as  projected  but  you  may  gain  something  on 
the  health  side,  if  that  is  what  you  are  looking  for. 

The  people  that  are  raising  the  tobacco,  essentially  in  five  or  six 
States,  will  be  adversely  impacted.  It  will  cause  job  loss.  There  is 
no  question  about  that.  And  there  will  be  the  type  of  impact  that 
probably  will  require  some  assistance  to  go  over  to  other  crops  as 
they  go  through  this  disruption.  Without  it,  you  will  have  pretty 
major  job  disruption  in  that  industry. 

Chairman  Rostenkowski.  Well,  I  am  concerned,  as  well  as  any- 
one else  here,  with  respect  to  destroying  an  entire  industry,  and, 
yet,  it  seems  that  there  is  a  wave  of  sentiment  to  increase  those 
taxes  and  conform  with  what  the  suggestion  is  by  the  administra- 
tion. 

Governor  Dean,  your  profession,  as  a  physician,  gives  you  really 
an  interesting  perspective  on  the  health  reform  debate.  What  do 
you  think  many  providers  will  do  in  reaction  to  the  President's  plan 
if  it  is  enacted:  What  do  you  think  is  the  dominant  reason  for  esca- 
lating health  costs,  the  costs  that  we  have  seen  in  recent  years?  Is 
it  waste;  is  it  price  gouging;  is  it  technical  achievements?  What  is 
it? 

Governor  Dean.  Mr.  Chairman,  it  is  probably  all  of  those  things 
that  you  mentioned  that  are  a  part  of  this. 

My  own  view  is  that  the  aging  of  the  population,  in  addition  to 
the  things  you  mentioned,  the  growth  in  the  population,  those 
things  are  all  part  of  it.  But  I  believe  that  the  single  most  impor- 
tant factor  in  the  incredible  escalation  of  health  care  costs  has  been 
the  fee-for-service  system. 

I  can  tell  you — I  will  tell  a  little  story  to  illustrate.  When  I  was 
doing  my  training  in  the  emergency  room,  everybody  who  came  in 
more  or  less  with  a  sprained  ankle  got  an  x  ray  just  in  case.  Why 
miss  it?  You  might  not  know  them.  Maybe  you  will  get  sued.  So 
you  send  them  off  to  x  ray.  There  was  no  financial  advantage  for 
me,  but  I  was  in  the  hospital  and  there  was  an  x-ray  machine.  At 
that  time,  an  x  ray  of  your  ankle  was  probably  between  $40  and 
$60.  I  expect  it  has  gone  up  since  then. 

When  I  went  into  a  more  rural  practice,  about  nine  miles  from 
the  nearest  hospital,  I  didn't  have  an  x-ray  machine.  I  saw 
sprained  ankles  for  10  years  and  I  x  rayed  four  of  them  and  missed 
only  one.  The  rest  I  did  by  examination. 

And  what  I  am  trying  to  outline  here,  is  there  was  no  financial 
reward  for  me  to  get  those  x  rays  and  it  was  really  a  pain  in  the 
neck  for  my  patients  to  go  8,  9  miles  up  the  road  and  then  come 
9  miles  back,  so  I  made  due  without  it.  And  I  think  in  American 
medicine,  we  do  too  much  medicine.  We  will  be  healthier  to  have 
less  medicine  done  to  us.  And  I  think  one  of  the  strong  points  in 
the  President's  plan  is  the  reliance  on  capitated  care. 
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Now,  I  also  happen  to  have  been  signed  up — about  35  percent  of 
my  patients  were  in  capitated  care  when  I  was  practicing  and  the 
others  were  fee-for-service.  I  can  tell  you  that  the  bureaucracy  as- 
sociated with  capitated  care  is  far  less  than  it  is,  for  example,  asso- 
ciated with  Medicare,  which  is,  from  my  point  of  view,  a  bureau- 
cratic nightmare. 

That  is  true  for  the  patients  too.  My  father  was  in  intensive  care 
last  year  for  about  6  weeks.  He  is  still  trying  to  fill  out  the  Medic- 
aid/Medicare  bills.  So  for  the  patient  and  the  physician  the  current 
system  does  not  work  very  well. 

In  my  State,  physicians  are  signing  up  quickly  into  these  net- 
works that  the  President  proposes,  because  we  passed  a  bill  2  years 
ago,  and  they  can  see  this  Congress  down  the  pike.  We  passed  com- 
munity rating  bills,  and  we  set  ourselves  on  a  course  that  is  very 
much  like  the  President's  bill  and  we  are  now  in  the  final  stages. 
The  legislature  will  take  it  up  this  coming  session.  In  fact,  the 
Speaker  of  the  House,  who  is  sponsoring  the  bill,  is  here  with  us 
today. 

And  I  believe  that  physicians  will  reorganize  themselves  into  a 
larger  group.  They  are  doing  that  now  in  the  private  sector.  They 
will  be  more  inclined  to  work  either  on  salary  or  on  contract  with 
a  capitated  care,  and  I  think  that  is  very,  very  good,  and  I  suspect 
that  is  part  of  the  reason  you  have  seen  health  care  costs  begin  to 
level  off  over  the  last  few  years,  couple  of  years.  Although,  frankly, 
most  of  that  reason  is  the  fact  the  inflation  rate  has  gone  down. 
So  even  most  health  care  costs  have  leveled  off,  they  are  still  going 
up  at  two  to  three  times  the  rate  of  inflation. 

So  most  of  the  primary  care  providers  will  like  the  President's 
plan.  I  realize  there  are  a  good  many  of  my  brethren  that  are  vigor- 
ously protesting  against  it,  but  I  think  it  will  work  well  for  physi- 
cians because  there  will  be  less  bureaucracy.  And  that  is  something 
that  we  did  not  go  to  medical  school  to  do  is  practice  bureaucracy, 
because  we  did  it  to  lay  hands  on  patients. 

Chairman  Rostenkowski.  I  couldn't  agree  with  you  more  about 
the  paperwork  that  people  go  through.  If  there  is  anything  more 
aggravating  than  that,  I  don  t  know  what  it  is. 

Governor  Campbell.  May  I  respond  to  that  just  a  minute? 

Chairman  Rostenkowski.  Yes. 

Governor  Campbell.  Let  me  point  out  something  in  health  care 
figures,  and  I  am  sure  you  have  probably  already  looked  at  them, 
but  the  OECD  average  per  capita  increase  in  health  care — and 
these  are  all  the  countries  that  have,  like  Italy  and  Germany  and 
all  that  have  national  health  care  plans — their  average  increase 
per  capita  between  1985  and  1990  in  cost  was  7.6  percent.  The  U.S. 
average  per  capita  cost  increase  was  9  percent. 

Now,  we  were  at  the  upper  end  of  the  OECD  countries.  Not  the 
top.  There  were  some  above  us.  But  we  have  expanded  access  and 
services. 

But  when  you  look  at  our  overall  growth  rate,  government  has 
contributed  to  it.  We  contributed  to  it  when  I  was  up  here  in  Con- 
gress, by  expanding  publicly  funded  programs,  which  are  growing 
far  faster  than  the  private  side  of  health  care. 

I  think  we  need  to  deal  with  this  in  a  real  sense.  What  is  driving 
the  costs?  We  did  a  study  in  our  State  in  1992  of  our  hospital  emer- 
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gency  rooms,  and  we  found  a  huge  problem  with  people  going  to 
emergency  rooms  for  nonemergency  items  and  a  resulting  cost  shift 
to  the  private  sector. 

And  the  reason  people  go  there  is  twofold.  Number  one,  they  do 
not  have  a  primary  care  doctor  to  go  to  and  so  that  is  where  they 
go.  Number  two,  and  I  think  this  is  important,  it  does  not  cost 
them  anything.  There  is  no  first  party  out-of-pocket.  You  can  go  in, 
walk  in.  It  is  free. 

We  have  to  get  out  of  the  attitude  that  everything  can  be  free. 
Somewhere  there  has  to  be  personal  responsibility  in  the  system. 
And  we  have  to  have  some  economic  type  of  discipline  in  the  sys- 
tem to  make  it  work.  I  don't  care  if  it  is  a  $10  penalty  for  going 
to  the  emergency  room  for  nonemergency  items.  I  don't  care  what 
it  is,  we  have  to  do  that. 

But  in  managed  care,  I  asked  my  primary  care  physicians,  like 
Howard,  why  are  you  not  taking  Medicaid  patients?  They  said, 
quite  frankly,  the  reimbursement  rate  is  about  $10  less  than  our 
cost  of  seeing  a  patient. 

Now,  if  we  can  get  Medicaid  patients  into  appropriate  care  set- 
tings by  getting  them  into  the  primary  care  physician  through  a 
managed  care  program,  we  give  them  better  health  care  on  the 
front  end  and  we  stop  this  cost  shift.  This  is  one  of  the  major 
things  that  is  facing  us  today. 

Chairman  Rostenkowski.  Mr.  Archer  will  inquire. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Governors,  thank  you  for  taking  your  time  and  giving  us  some 
excellent  input.  You  are  on  the  front  line  on  Medicaid.  Under  cur- 
rent law,  do  you  have  enough  flexibility  to  make  your  Medicaid 
programs  as  efficient  as  possible? 

Governor  Campbell.  I  will  answer  that.  No,  we  do  not.  We  have 
to  seek  waivers  to  do  some  of  the  things  we  want.  Many  of  us  have 
got  waivers  pending  and  a  few  have  come  through,  and  the  last 
two,  I  think,  have  come  through  in  this  administration.  But  we  are 
trying  hard  to  get  it  under  control  and  we  do  not  have  the  tools 
to  do  it  with 

Mr.  Archer.  Well,  apparently  under  the  Clinton  proposal  Medic- 
aid will  continue  as  a  part  of  the  health  care  delivery  system,  and 
I  appreciate  your  input  because  I  believe  we  should  give  you  more 
flexibility  as  to  how  you  handle  Medicaid. 

I  am  interested,  though,  at  your  comment  about  using  emergency 
rooms  where  mothers  of  children,  perhaps  mothers  who  work,  find 
they  cannot  get  their  children  to  a  primary  care  physician  during 
normal  working  hours  because  the  average  physician  is  not  going 
to  work  24  hours  a  day.  What  is  to  keep  them  from  continuing  the 
practice  that  they  have  already  established  of  going  to  the  emer- 
gency rooms?  It  is  simpler  or  easier  for  them,  or  does  it  fit  their 
lifestyle  better? 

Governor  Campbell.  We  both  could  answer. 

Mr.  Archer.  I  am  told  by  people  in  emergency  rooms  that  the 
idea  of  getting  them  to  primary  care  physicians  is  a  wonderful  one, 
but  the  reality  is,  a  big,  big  percentage  of  them  are  still  going  to 
show  up  in  the  emergency  rooms.  Are  you  then  going  to  turn  them 
away  if  they  show  up  after  hours? 
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Governor  Campbell.  No.  If  I  were  a  mother  and  did  not  have 
anywhere  to  go  and  had  a  child  that  was  sick,  I  would  go  to  the 
emergency  room,  too.  That  is  the  problem.  I  have  discussed  with 
South  Carolina  primary  care  physicians  the  possibility  of  changing 
their  pattern  a  little  bit— extending  office  hours  to  8  p.m,  for  in- 
stance. 

If  you  have  a  Medicaid  managed  care  system,  you  then  get  a  pri- 
mary care  physician  with  a  call  service  and  extended  hours. 

So  you  have  to  change  the  structure  and  you  change  the  mental- 
ity of  people,  and  that  is  what  you  are  talking  about. 

Now,  I  mentioned  something  a  while  ago.  It  is  not  just  the  people 
on  Medicaid  or  other  public  programs,  it  is  the  whole  system.  It  is 
third  party  payment,  no  first  party  payment  on  anything.  We  have 
to  put  a  little  economic  discipline  back  into  the  system.  If  you  go 
to  the  emergency  room  for  a  nonemergency  item,  your  insurance 
company  should  be  able  to  charge  a  penalty  against  you,  and  you 
should  do  the  same  thing  in  Medicaid.  The  fee  doesn't  have  to  be 
that  high  or  punitive,  but  just  enough  so  people  understand  that 
they  have  a  responsibility  instead  of  just  abusing  the  system. 

Mr.  Archer.  Can  you  at  least  give  us  in  writing  your  suggestion 
as  to  what  we  should  do  on  Medicaid  alone,  looking  at  it  sepa- 
rately? 

Much  of  the  charity  health  care  in  my  area — Houston,  Tex. — is 
delivered  by  our  county  hospital  at  the  taxpayers'  expense.  They 
tell  me  they  do  not  think  the  Clinton  plan  will  eliminate  that. 
What  do  you  think  about  it? 

[Governor  Campbell's  response  follows:] 

As  part  of  national  health  care  reform,  the  Governors  believe  that  the  acute  care 
portion  of  the  Medicaid  program  should  be  changed  in  three  important  ways.  First, 
the  program  should  be  incorporated  into  a  more  general  low-income  subsidy  pro- 
gram that  does  not  have  all  of  the  complex  categorical  eligibility  requirements  like 
the  current  Medicaid  program.  Specifically,  the  program  should  only  have  income 
and  perhaps  asset  standards  as  the  criteria  for  eligibility.  Second,  Governors  believe 
that  the  service  delivery  system  for  Medicaid  should  be  an  integral  part  of  the  more 
general  service  delivery  system  for  all  Americans.  If  Congress  establishes  an  alli- 
ance structure,  then  they  should  receive  their  care  through  alliances.  Finally,  Gov- 
ernors believe  that  managed  care  must  be  an  essential  component  of  health  care  de- 
livery for  low-income  populations  receiving  public  subsidies. 

Regarding  the  current  Medicaid  program,  Governors  remain  committed  to  expand- 
ing the  use  of  managed  care  in  Medicaid.  However,  in  most  cases,  in  order  to  imple- 
ment managed  care,  States  must  still  apply  for  waivers.  It  would  be  best  if  States 
could  implement  managed  care  systems  without  waivers.  If  not  that,  then  the  initial 
waiver  process  must  be  expanded  from  2  to  3  years  and  waiver  renewals  must  be 
extended  from  2  to  5  years.  In  addition,  States  are  precluded  from  enrolling  Medic- 
aid beneficiaries  in  managed  care  systems  whose  predominant  enrollment  is  Medic- 
aid. In  some  inner-city  and  rural  areas,  a  vast  majority  of  the  population  is  on  Med- 
icaid and  it  is  difficult  for  the  managed  care  entity  to  attract  anyone  but  Medicaid 
beneficiaries.  In  these  cases,  States  should  be  allowed  to  apply  for  renewable  waiv- 
ers to  use  such  managed  care  systems. 

Governor  Campbell.  I  think  that  you  are  always  going  to  have 
a  public  health  system  in  this  country.  And  I  think  that  from  a 
macro  disease  standpoint  that  it  is  going  to  be  absolutely  essential 
as  we  try  to  join  both  private-public  sectors  together  in  these  types 
of  institutions,  our  health  departments  and  others,  to  immunize 
children,  to  fight  a  particularly  dangerous  disease,  as  we  did  in  the 
past  in  tuberculosis  or  polio  or  things  of  that  nature,  that  the 
public-private  effort  is  so  great  it  becomes  one  that  we  have  to  do 
as  a  whole. 
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Second,  I  think  there  will  always  be  a  need  for  those  centers.  We 
have  the  community  health  centers  for  transients  out  there  all  over 
the  country,  and  they  are  the  ones  that  use  it;  a  lot  of  migratory 
workers,  people  that  come  in  and  are  not  in  the  system,  and  those 
people  will  probably  still  be  there.  How  much  it  is  utilized,  whether 
it  is  utilized  less  or  not,  I  don't  know,  but  I  feel  sure  there  will  al- 
ways be  a  reason  for  that  type  of  system  to  exist. 

Mr.  Archer.  So  the  taxpayers  are  still  going  to  have  to  bear  that 
burden? 

Governor  Campbell.  I  would  think  it  can  be  less,  but  I  don't 
have  any  figures  to  back  that  up. 

Mr.  Archer.  But  underutilization  creates  its  own  set  of  costs, 
does  it  not? 

Governor  Campbell.  Unless  you  consolidate  and  pull  down. 

Governor  Dean.  Mr.  Archer,  may  I? 

I  don't  want  to  put  myself  forward  as  an  expert  on  the  Clinton 
plan,  but  we  did  spend  quite  a  lot  of  time  on  this,  and  the  way  I 
envision  the  plan  working  in  this  particular  situation  is  that  both 
States  and  counties  would  more  or  less  be  held  harmless.  We  would 
continue  to  have  to  put  in  a  certain  amount  of  money,  so  that  you 
will  not  get  the  taxpayers  out  from  under  this  responsibility,  out 
most  of  the  individuals  that  would  go  to  a  community  hospital, 
with  the  exception  of  illegal  aliens,  who  are  not  covered  under  this, 
would  be  in  the  network  of  physicians. 

So  that  melding  this  question  in  with  the  question  about  the 
emergency  rooms,  if  you  are  an  impoverished  person  living  in  your 
district  in  Houston,  and  you  are  not  an  illegal  alien,  you  would 
nonetheless  be  in  one  of  these  networks.  You  would  contribute 
something  toward  the  premium  unless  you  are  below  100  percent 
of  poverty,  it  may  be  150.  If  you  are  over  that,  the  government 
helps  you  with  your  premiums  up  to  a  certain  amount,  but  you  are 
in  a  network. 

And  the  reason  that  is  important  is  the  providers,  the  county 
hospitals,  are  also  going  to  be  in  a  network  of  providers  so  that 
they  would  be  reimbursed  through  the  plan  for  the  care.  And  it 
gets  to  be  even  more  important  when  you  talk  about  emergency 
room  visits,  because  the  way  I  would  anticipate  this  being  struc- 
tured is  you  could  not  go  to  a  emergency  room,  unless  it  was  a  true, 
bona  fide  emergency,  without  calling  your  gatekeeper  first  if  you 
are  in  a  managed  care  program. 

Then,  if  you  arrive  at  the  emergency  room  I  would  say,  yes,  it 
is  OK  to  deny  care  if  it  is  not  a  true  emergency  situation  because 
they  have  not  called  their  gatekeeper.  And  once  you  train  people 
to  begin  to  call  their  primary  care  physicians,  ana  these  networks 
will  understand  that,  and  they  are  going  to  understand  they  have 
to  pay  the  emergency  room  costs,  there  is  a  big  benefit  both  to  the 
network  and  to  the  patient  for  not  bypassing  the  gatekeeper  and 
going  to  the  emergency  room. 

I  want  you  to  know  we  are  not  really  representing  NGA  policy. 

Governor  Campbell.  We  are  speaking  as  individuals. 

Governor  Dean.  But  let  me  just  tell  you  I  agree  100  percent  with 
Carroll  Campbell  on  the  notion  of  individual  responsibility.  I  be- 
lieve everybody  ought  to  pay  something,  if  they  are  in  any  way  able 
to,  even  if  it  is  50  cents.  Because  I  think  one  of  the  problems  we 
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have  seen  in  some  of  the  health  care  systems  around  the  world 
with  first  dollar  coverage  is  that  utilization  becomes  impossible  to 
deal  with. 

But  what  we  are  talking  about  and  what  the  President  is  talking 
about  here  is  a  managed  care  option  where  there  is  a  gatekeeper, 
and  that  should  and  does  drastically  cut  down  midnight-at-the- 
emergency-room  visits. 

We  are  also  talking  about  a  system  where  it  is  envisioned  most 
of  the  public  health  entities  would  be  participating  in  these  net- 
works and  be  able  to  see  patients  just  as  you  would  be  able  to  go 
to  see  your  private  doctor. 

Mr.  Archer.  So  you  would  have  a  copay  even  for  those  below  the 
poverty  level? 

Governor  Dean.  Well,  I  think  we  can  argue  it.  That  is  up  to  the 
committee. 

Mr.  Archer.  I  understand,  but  that  would  be  the  recommenda- 
tion of  both  of  you? 

Governor  Dean.  I  would  have  some  sort  of  copay  and  financial 
responsibility,  except  for  the  very  most  destitute  people  at  the  very 
bottom,  who,  frankly,  are  probably  not  even  in  the  system  now  as 
it  is.  I  would  have  some  sort  of  copay,  yes. 

Mr.  Archer.  Would  you  feel  that  there  is  a  difference  in  defini- 
tion between  costs  and  reimbursement?  We  hear  them  used  inter- 
changeably— what  do  you  mean  by  cost  when  you  talk  to  the  com- 
mittee about  costs?  What  is  your  definition  of  cost? 

Governor  Dean.  Generally,  I  would  say  that  we  are  using  the 
word  "cost"  looking  at  an  overall  discussion  of  the  amount  of  money 
that  the  private  and  the  public  sector  puts  into  health  care.  You 
can  look  at  individual  services  if  you  want  to  and  do  cost  base  re- 
imbursement. That  is  what,  in  fact,  happens  in  things  like  Medi- 
care, and  I  would  say  that  is  not  a  model  that  we  should  be  looking 
at  for  national  health  service. 

The  nice  thing  about  a  capitated  system  is  the  cost  can  be  looked 
at  in  the  aggregate  which  is  much  easier  today  to  get  than  it  is  to 
figure  out  what  percentage  of  overhead  and  what  percentage  of  the 
doctors'  time  and  what  percentage  of  the  equipment  goes  into  what 
it  takes  to  do  a  certain  procedure.  So  when  we  speak  about  costs, 
we  are  speaking  about  the  overall  costs  of  the  health  care  system 
not  so  much 

Mr.  Archer.  Well,  in  that  definition,  then,  there  is  no  way  to 
eliminate  cost  shifting,  is  there?  Someone  must  always  pay  those 
costs,  it  just  depends  on  which  group  is  going  to  do  it;  correct? 

Governor  Dean.  Under  that  definition 

Mr.  Archer.  So  cost  must  mean  something  else.  Costs  must 
mean  what  it  costs  the  provider  to  provide  the  service  in  order  to 
be  able  to  use  the  term  "cost  shifting." 

Governor  Dean.  Yes,  that  is  correct. 

Mr.  Archer.  So 

Governor  Dean.  If  you  want  to  use  cost  in  that  way,  that  is 
correct. 

Governor  Campbell.  I  think  this  is  very  important  in  this  de- 
bate, because  the  semantics  and  the  terminology  leaves  different 
impressions  with  different  people. 
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To  me,  costs  of  medical  care  are  what  the  provider  has  to  pay. 
Reimbursements  have  to  cover  those  costs. 

Governor  Dean.  Yes,  and  it  is  easier  to  use 

Mr.  Archer.  But  in  your  definition  of  cost,  we  cannot  have  cost 
shifting. 

Governor  Campbell.  Well,  let  me  take  a  stab  at  that.  Number 
one,  I  think  that  you  are  absolutely  right  that  the  providers,  what 
that  provider  is  reimbursed  is  not  necessarily  the  cost  of  delivery. 
That  is  the  basic  problem  that  we  are  dealing  with.  And  then  the 
provider  tries  to  go  to  someone  else  and  make  up  the  loss  that  they 
had  in  the  reimbursement. 

A  prime  example:  According  to  doctors  in  our  State,  about  15 
years  ago  a  doctor  would  take  home  60,  65  percent  of  the  revenue 
that  came  in  their  office.  Today  they  take  home  under  50  percent. 
They  have  added  more  personnel  to  deal  with  paperwork  and  all 
the  other  costs  that  are  artificially  put  into  the  system. 

You  know,  it  is  just  the  way  Medicaid  has  shifted  costs  and  im- 
posed additional  costs.  The  cost  of  Medicaid  recipients  is  the  same 
for  the  other  people  going  in  a  hospital.  Yet  Medicaid  will  reim- 
burse only  about  58  percent  of  the  cost  in  S.C.  hospitals.  And  that 
means  that  everybody  else  pays  enough  extra  to  make  that  up.  So 
the  overall  cost  is  there  and  the  overall  cost  is  almost  a  constant. 
The  reimbursement,  though,  is  not  a  constant,  and  that  is  what  we 
have  going  on  in  this  whole  system  in  this  country  today. 

Mr.  Archer.  Thank  you,  very  much. 

Chairman  Rostenkowski.  Mr.  Matsui  will  inquire. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

You  all  seem  to  define  the  problems  very  well,  and  I  think  we 
have  as  well.  Let  me  try  to  find  out  exactly  what  your  positions  are 
because  I  have  heard  your  testimony,  your  answers  to  questions, 
read  the  testimony.  You  talk  about  universal  access,  but  how  do 
you  plan  to  achieve  that?  Because  I  see  nothing  about  mandates  in 
your  position.  Perhaps  you  could  explain  that  to  me. 

Governor  Campbell.  Could  we  make  sure  you  understand  that 
the  testimony  we  have  is  the  policy  of  the  National  Governors'  As- 
sociation and  some  of  the  positions  that  we  are  giving  here  are  in- 
dividual and  I  want  to  be  very  clear  about  that.  That  is  the  policy 
we  have  voted  on  and  adopted. 

Mr.  Matsui.  I  have  limited  time  so  if  you  would  just  answer  my 
question. 

Governor  Campbell.  I  am  sorry. 

Mr.  Matsui.  I  need  to  know  how  you  expect  to  get  universal  cov- 
erage without  mandates. 

Governor  Dean.  The  Governors  do  not  have  a  position  on  that, 
Congressman.  We  could  not  agree  on  whether  to  have  mandates  on 
that.  There  are  individuals  who  support  mandates.  I  am  one  of 
them.  I  think  Carroll  does  not.  We  do  not  have  a  position  for  all 
50  Governors  on  how  to  achieve  that.  We  simply  could  not  agree. 

Mr.  Matsui.  You  have  a  goal  of  universal  coverage,  but  you  don't 
tell  us  how  to  get  there. 

Governor  Dean.  One  of  the  faults  of  our  policy,  but  we  just 
couldn't  come  to  an  agreement  on  that. 

Mr.  Matsui.  I  appreciate  the  honesty  of  that  answer. 
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Governor  Campbell.  We  have  a  disagreement  on  it  in  our  asso- 
ciation, like  you  have  a  disagreement  here.  The  uninsured  group  in 
this  country  is  what  we  are  talking  about.  Number  one  is  it  is  a 
given  that  85 — in  that  range — percent  of  the  people  in  this  country 
nave  insurance.  They  are  covered. 

We  have  a  small  group  of  people  comparatively  speaking  to  the 
population  as  a  whole  that  is  not  insured  by  some  means.  Who  are 
they?  That  is  the  first  thing  to  do  is  to  look  at  who  they  are. 

Well,  a  number  of  them  are — and  I  am  just  giving  you  exam- 
ples— a  lot  of  them  are  young  people.  A  lot  of  them  are  between  17 
and  24  years  old.  They  think  they  are  going  to  live  forever.  They 
don't  buy  insurance.  They  are  going  to  buy  a  new  car  or  do  this 
or  that.  A  lot  of  them  are  college  students  who  have  just  come  out 
of  college  and  lost  their  group  coverage.  They  are  no  longer  under 
the  coverage  available  to  them  in  their  colleges  and  universities. 
They  don't  have  it. 

A  second  group  of  the  uninsured  are  workers  in  transition.  I 
want  to  tell  you  how  they  can  be  taken  care  of. 

Mr.  Matsui.  Let  me  just  say  this.  Will  you  tell  us  what  to  do  in- 
stead of  defining  the  problem?  We  already  know  what  the  problem 
is.  I  only  have  5  minutes,  OK? 

Governor  Campbell.  OK.  The  answer  is  different  for  each  group. 

Now,  if  you  got  the  colleges  to  extend  for  1  year  the  ability  of 
their  graduates  to  buy  health  insurance  as  part  of  the  group,  you 
could  transition  a  lot  of  those  people. 

Mr.  Matsui.  Well  then,  tuition  goes  up,  right? 

Governor  Campbell.  No,  no,  no.  It  doesn  t  go  up.  Extend  access 
to  the  group  policy  to  purchase.  No,  it  doesn't  go  up. 

The  second  group,  workers  in  transition,  a  large  group  of  these 
come  under  COBRA.  Employers  have  to  keep  the  insurance  avail- 
able for  purchase  to  terminated  employees  for  1  year  after  they 
leave  their  job. 

Now,  if  you  extended  that  option,  you  could  continue  affordable 
insurance  coverage  through  an  average  transition  period. 

Mr.  Matsui.  Let  me  say  this.  I  don't  think  by  extending  college 
kids'  premiums  to  1  year  is  going  to  make  a  big  difference  in  all 
of  this.  Really,  Carroll.  The  reality  is  that  there  are  a  lot  of  people 
in  the  work  force  right  now  who  don't  have  coverage.  Probably 
about — of  the  37  million — probably  three-quarters  of  them,  accord- 
ing to  most  studies,  would  be  covered  if  we  had  mandates.  But  that 
is  OK  We  don't  have  to  get  into  that.  I  need  to  get  on  to  other  sub- 
jects. 

Governor  Dean.  There  is  a  simpler  answer,  and  that  is  just  pass 
the  Clinton  plan  and  it  will  take  care  of  the  problem. 

Mr.  Matsui.  That  is  part  of  that.  I  appreciate  that. 

Governor  Dean.  That  is  not  NGA  policy. 

Mr.  Matsui.  Let  me  get  into  the  Clinton  plan.  There  are  a  num- 
ber of  areas  in  terms  of  the  financing  that  are  a  problem,  but  I 
would  like  to  discuss  two  areas  in  particular:  the  caps  that  the  ad- 
ministration has  suggested  on  the  tax  incentives  for  businesses; 
and  second,  the  caps  on  subsidies  for  low-income  people. 

Assuming  for  a  minute  that  we  reach  the  cap  and  the  Congress, 
in  a  60-day  period,  cannot  come  to  a  resolution  of  how  we  deal  with 
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that  problem,  would  the  Governors,  the  States  then  be  willing  to 
pick  up  the  cost  during  the  time  we  are  negotiating? 

Governor  Dean.  Under  capitated  care,  the  carriers  or  the  plans 
are  at  risk  for  that.  If  they  can't  manage  them  in  their  budget,  that 
doesn't  come  back  to  the  political  body,  and  we  are  struggling  with 
this  in  Vermont  as  well.  That  is  the  way  I  think  it  should  be. 

The  last  thing  you  want  is  to  have  an  emergency  budget  resolu- 
tion to  do  something  like  that.  They  get  paid  x  per  capita  and  they 
have  to  live  with  that  and  figure  out  how  to  make  that  budget 
work. 

Mr.  Matsui.  In  the  meantime,  there  will  be  people  perhaps  that 
are  not  covered  and  these  alliances  won't  actually  have  direction  as 
to  what  approach  they  should  take,  because  there  just  won't  be  rev- 
enues available. 

Governor  Dean.  My  understanding  is  that  every  individual  in 
America  is  going  to  be  in  one  of  these  alliances  except  for  illegal 
aliens,  and  therefore,  if  somebody  has  an  obligation  in  return  for 
the  amount  of  money  that  they 

Mr.  Matsui.  Who  does?  Is  it  the  Governors  or  us? 

Governor  Dean.  It  is  the  alliances,  the  carriers  that  these  people 
are  signed  up  with. 

Mr.  Matsui.  Yes,  but  the  alliances  probably  will  not  have  the  re- 
sources since  we  have  reached  the  cap.  Then  what  do  you  do? 

Governor  Dean.  That  gets  paid  out  on  a  regular  basis.  They  get 
the  money.  It  works  like  an  HMO.  They  get  the  money.  They  have 
to  live  within  the  budget.  If  thev  exceed  the  budget,  that  comes  out 
of  their  reserves.  If  they  keep  doing  that,  they  are  out  of  business, 
and  then  you  redistribute  the  patients  to  other 

Mr.  Matsui.  Obviously,  we  are  not  going  to  let  that  happen.  But 
then  who  picks  up  the  cost,  if  we  can't  agree?  In  other  words,  if 
we  decide  that  we  don't  want  to  exceed  the  cap  by  obligating  new 
revenues,  or  by  additional  spending  cuts,  how  do  you  then  deal 
with  that?  Would  the  Governors  be  willing  to  pick  up  the  costs? 

Governor  Dean.  No,  but  the  Governors  are  willing — I  think  we 
have  talked  about  a  sharing — a  sharing  of  that  cost  between  the 
Federal  Government  and  the  Governors. 

Mr.  Matsui.  I  just  needed  to  get  your  position  on  that,  because 
I  think  that  is  going  to  be  a  problem  we  have  to  resolve,  and  that 
is  really 

Governor  Dean.  That  is  a  problem  and  we  have  had  ongoing  dis- 
cussions about  that. 

Mr.  Matsui.  Well,  I  am  sorry  my  time  is  up,  but  I  appreciate  the 
two  of  you  being  here. 

Chairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman.  I  want  to  thank  the  Gov- 
ernors for  their  testimony  here  today  and  I  want  to  identify  myself 
with  your  prepared  statement  where  you  indicate  that  the  Gov- 
ernors support  additional  flexibility  to  pursue  alternate  reform  so 
long  as  the  goals  of  access,  quality  and  cost  containment  can  be 
met.  I  think  that  is  extremely  important,  that  we  have  very  defini- 
tive national  goals  on  universal  coverage,  on  cost  containment  and 
on  quality,  and  that  we  give  you  maximum  flexibility  in  order  to 
achieve  those  goals. 
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I  appreciate  some  of  your  statements  here  today  about  the  ability 
of  States  to  move  forward  if  given  the  opportunity,  and  that  al- 
though there  are  some  very  good  suggestions  in  this  national  legis- 
lation, you  may  well  be  able  to  come  up  with  different  ways  to 
achieve  those  goals,  and  I  hope  that  the  legislation  will  give  you 
opportunities  to  do  that. 

I  want  to  concentrate  on  the  cost  containment  section  for  one  mo- 
ment, if  I  might.  I  was  intrigued  by  one  of  the  statements  here  that 
you  are  concerned  on  the  budget  targets  as  being  budget  limits. 
You  are  concerned  that  the  negotiated  premiums  would  equal  the 
premium  caps  set  by  the  national  board.  You  support  certain  incen- 
tives to  the  States  to  bring  in  their  costs  below  the  national  targets 
or  budgets. 

What  type  of  incentives  should  the  Federal  Government  be  offer- 
ing the  States  in  order  to  bring  costs  in  less  than  the  national  tar- 
gets or  budgets?  Any  suggestions? 

Governor  Dean.  We  have  talked  informally,  not  passed  a  posi- 
tion, but  I  think  it  has  been  a  bipartisan  discussion  about  sharing 
cost— I  hesitate  to  coin  a  new  word — underruns.  That  is  a  new 
word.  And  we  have  talked  about  what  to  do  when  the  budget  goes 
over  and  who  has  the  responsibility  for  that.  That  would  be  an  in- 
centive if  our  plans  were  to  come  in  substantially  below  the  cap, 
that  both  the  Federal  Government  and  the  States  were  to  share  in 
those  kinds  of  savings. 

Mr.  Cardin.  When  you  say  share,  in  other  words,  if  you  are  able 
to  provide  a  universal  benefit  package  to  your  citizens  at  a  cost  less 
than  what  we  have  established  as  your  State's  target,  then  some 
of  those  savings  would  remain  in  the  State;  is  that  what  you  are 
saying? 

Governor  Dean.  That  would  be  one  incentive.  Again,  we  don't 
have  a  policy  on  that,  but  those  are  the  kinds  of  things  that  we  had 
lengthy  discussions  with  the  administration  about  before  they  sent 
the  bill  out  to  Congress,  and  in  terms  of  Mr.  Matsui's  question 
about  how  we  deal  with  the  overruns.  We  envision  that  is  a  part- 
nership between  the  States.  We  don't  want  to  be  left  holding  the 
bag  for  the  overruns,  and  it  is  only  fair  under  those  circumstances 
to  allow  both  participants  to  benefit  from  a  position  where  the  cost 
came  in  below  where  it  was  expected  to  come. 

Mr.  Cardin.  Would  it  be  reasonable  to  expect  or  require  that 
those  savings  be  used  in  health  care?  Because  obviously,  there  is 
a  great  deal  of  health  care  not  included  in  the  national  package, 
and  additional  things  the  States  need  to  do,  as  you  mentioned  in 
public  health,  that  very  well  could  be  used  by  some  of  the  savings. 

Governor  Dean.  I  think  that  is  an  area  where  we  certainly  could 
have  some  lengthy  discussions  about  that.  The  reason  I  hesitate  to 
say  yes  right  off  the  bat  is  because  health  care  has  consumed  so 
much  of  our  budget  that — at  least  we  are  just  finishing  doing  our 
budget  processes  for  the  year.  Human  services  has  skyrocketed, 
and  education  has  been  level  for  5  years. 

So  certainly  the  presumption  that  they  ought  to  be  used  for 
health  care  is  not  an  unreasonable  one.  I  think  we  ought  to  have 
some  lengthy  discussions  between  the  committees  and  the  Gov- 
ernors about  whether  that  makes  sense  and  the  broad  priorities 
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and  other  problems  that  we  have  had  to  make  worse  because  of  our 
health  care. 

Mr.  Cardin.  Let  me  talk  about  the  caps  for  one  moment.  Again, 
I  am  a  little  bit  confused  by  your  statement  as  to  whether  you  op- 
pose caps  as  budget  limits  entirely,  or  just  on  a  transition  basis. 

Governor  Dean.  The  policy  of  the  Governors,  and  Carroll  will 
correct  me  if  I  am  mistaken,  is  that  we  are  essentially  silent,  that 
what  we  have  said  is  that  we  have  approved  targets  and  the  NGA 
has  not  approved  caps,  because  the  policy,  the  body,  did  not  feel 
that  there  was  adequate  data  to  design  caps  and  enforce  those 
caps.  There  are  differences  of  opinion  within  the  organization. 

Mr.  Cardin.  Is  that  on  the  transition  period?  I  mean  your  state- 
ment refers  to  the  fact  that  there  is  not  enough  data  to  make  the 
good  judgments  yet.  Obviously,  that  information  will  be  accumu- 
lated as  health  care  reform  goes  forward,  and  can  we  assume  from 
that  that  when  we  have  adequate  data,  there  will  be  more  support 
for  enforceable  caps  so  that  we  can  make  sure  that  we  achieve  the 
types  of  savings  that  the  American  public  expects? 

Governor  Dean.  The  Governors  could  not  agree  on  that.  There 
are  some  strong  philosophical  objections  among  Governors  to  caps. 
I  especially  believe  that  you  can't  do  this  without  caps  and  I 
strongly  support  them  as  an  individual. 

There  are  other  Governors  who  just  as  vigorously  oppose  them 
for  philosophical  reasons,  if  nothing  else. 

Mr.  Cardin.  Thank  you.  I  appreciate  your  response. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

I  for  one  am  more  interested  in  what  you  two  individuals  believe 
as  Governors  dealing  with  this  problem  directly  than  as  represent- 
atives of  an  amalgam  that  has  to  come  together  for  a  homogenized 
presentation  of  what  you  couldn't  agree  on. 

I  have  read  the  testimony  from  the  Governors  several  times,  and 
it  is  most  valuable  in  its  artfulness  of  presentation  rather  than  any 
content.  So  my  questions  would  all  be  focused  on  what  you  folks 
as  frontline  battlers  are  looking  at  right  now. 

First  of  all,  thank  you  very  much  for  your  testimony.  I  wish  I 
was  as  optimistic  as  my  friend  and  colleague  from  Maryland  about 
all  of  these  savings  that  we  are  going  to  nave,  so  we  are  going  to 
have  to  set  up  a  structure  so  that  we  can  capture  them  and  spend 
them  wisely.  That  is  not  my  ongoing  concern.  My  concern  is  that 
the  benefits  are  going  to  be  grantea  and  the  cost  savings  aren't 
going  to  be  achieved  and  we  are  going  to  have  an  enormous  short- 
fall. 

In  the  list  of  collective  impacts,  have  you  folks  really  taken  a  look 
at  the  significance — and  it  is  becoming  more  and  more  apparent  to 
me,  the  more  the  Health  Subcommittee  holds  testimony  among  ad- 
ministration personnel — about  the  ability  to  create  a  workable  risk 
adjustment  mechanism.  The  data  isn't  there  at  the  State  level,  is 
my  understanding;  it  clearly  isn't  there  at  the  subState  level,  and 
wnen  you  have  a  mandated  alliance  structure,  if  that  risk  adiust- 
ment  mechanism  doesn't  work  right  out  of  the  box,  you  don't  have 
anything. 

Any  concerns  about  that? 
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Governor  Campbell.  We  have  a  lot  of  concerns  about  it.  We 
think  you  would  be  shooting  in  the  blind  just  basically  to  try  to  set 
it  up,  and  it  would  be  a  best  guess  without  sufficient  data  to  sup- 
port it.  I  would  be  very  concerned  about  it. 

Let  me — may  I  refer  back  to  another  question  just  a  little  bit  the 
same  way  you  were  asking  about  things?  I  mentioned  this  earlier. 
There  are  a  number  of  ways  to  get  health  care  costs  under  control. 
The  first  is  to  get  some  economic  discipline  in  the  system,  espe- 
cially Medicaid.  That  ought  to  be  the  first  thing  you  ought  to  try 
to  get  under  control. 

States  are  desperately  trying  to  get  Medicaid  into  managed  care 
now  to  stop  the  cost  shifting  and  control  our  costs. 

Mr.  Thomas.  Is  there  some  concern  from  you  that  even  under  the 
structure  that  the  administration  has  advocated,  you  are  not  going 
to  be  reimbursed  for  the  full  amount  of  the  costs,  so  there  contin- 
ues to  be  cost  shifting  within  that  mandated  alliance  for  all  of 
those  that  are  receiving  Medicaid  assistance? 

Governor  Campbell.  There  is  some  deep  concern  about  that 
across  the  board.  I  didn't  mean  to  upset  the  gentleman  from  Cali- 
fornia. 

Mr.  Thomas.  This  other  gentleman  from  California  is  willing  to 
listen  to  you. 

Governor  Campbell.  The  fact  is,  the  group  of  people  that  are  un- 
insured, that  is  where  we  ought  to  be  concentrating.  You  don't  need 
a  Federal  bureaucracy  to  address  all  of  them,  by  any  means. 

A  lot  of  those  people  are  self-employed,  but  you  don't  give  the 
same  benefits  and  tax  deduction  that  you  give  General  Motors  for 
its  president.  They  ought  to  have  the  same  thing,  100  percent  tax 
deductibility,  as  tne  proposal  of  taxes  that  has  come  in  under  the 
Clinton  plan. 

You  shouldn't  keep  the  deduction  for  a  big  corporation,  but  mom 
and  pop  over  here  can't  do  it.  Have  some  equity  in  this  system. 
Have  one  policy  that  is  portable  and  tax  deductible  for  everybody 
that  is  reasonable. 

There  are  other  uninsured  groups  out  there — I  mention  the 
young  people — and  I  don't  want  to  overdo  them — I  just  have  to  tell 
you  that  there  are  other  groups  of  people  that  are  in  this  that  we 
can  handle. 

Consider  an  unemployed  worker.  If  you  want  to  keep  them  in- 
sured, give  them  a  copayment  when  they  get  into  the  uninsurance 
system.  If  they  are  under  COBRA.,  assist  them  to  pay  premiums 
and  let  them  transition  rather  than  set  up  a  new  bureaucracy. 

There  are  all  kinds  of  ways  to  go  at  this  that  don't  set  up  a  new 
Federal  bureaucracy  in  the  States  and  Federal  Government. 

Mr.  Thomas.  Part  of  this  is  knowledge  and  education.  I  just  have 
a  personal  example.  My  daughter  left  her  group  from  the  school 
that  she  is  temporarily  away  from.  She  is  going  to  be  going  back. 
She  is  now  hired  temporarily,  but  they  don't  have  any  insurance. 
She  was  going  to  go  naked,  if  you  will,  and  I  said,  don't  do  that, 
because  I  would  feel  obligated  to  pick  up  the  cost. 

I  told  her  to  look  at  a  catastrophic  plan.  A  thousand  dollars  de- 
ductible was  $41  a  month.  Those  kinds  of  cost,  versus  $175  to  stay 
on  my  kind  of  a  policy,  appear  reasonable  to  those  folks  and  they 
can  begin  to  discover  it.  She  had  no  knowledge,  did  not  understand 
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you  could  do  something  like  that,  providing  the  kind  of  coverage 
she  was  looking  for,  since  she  is  a  very  healthy  23-year-old.  That 
kind  of  information  and  structure  for  tne  transition  for  the  young 
people  and  for  those  between  jobs  would  go  a  long  way  toward  re- 
ducing the  number  of  the  uninsured. 

Governor  Campbell.  A  number  of  people  in  this  country  that 
have  some  wealth  self-insure  up  to  a  point  and  carry  only  cata- 
strophic coverage. 

Mr.  Thomas.  And  creativity  will  reduce  that  number  signifi- 
cantly, and  then  we  can  work  on  the  real  problem. 

Governor  Campbell.  That  is  right. 

Mr.  Thomas.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman.  I  want  to  welcome  the 
Governors.  I  would  like  to  deal  with  your  individual  feelings,  be- 
cause I  think  in  some  of  these  areas  that  I  am  concerned  about, 
your  position  is  divided  or  there  isn't  one.  And  I  want  to  start  I 
guess  with  the  alliances  that  are  proposed  in  the  President's  plan. 

I  hear  several  messages — there  seem  to  be  two  choices.  We  can 
write  a  clearly  and  closely  defined  alliance  which  your  State  must 
adhere  to,  or  we  can  let  you  draft  a  proposal  and  give  you  all  a 
great  deal  of  flexibility  as  to  how  you  choose. 

I  have  heard  from  different  States  about  what  they  would  prefer. 
Some  States — my  own,  I  was  surprised  to  learn  from  the  legisla- 
ture— would  like  to  have  a  clearly  defined  single  alliance,  rather 
than  being  able  to  divide  California  into  several,  because  they  don't 
think  their  legislature  will  be  able  to  pass  anything.  I  suspect  that 
is  true  in  many  States. 

What  would  you  each  like  to  see  us  give  you  in  the  form  of  a 
charge  or  an  alliance?  Governor  Dean,  and  then  Carroll. 

Governor  Dean.  I  would  very  much  appreciate  flexibility.  We  are 
in  fact  looking  at  a  single  alliance  in  Vermont  or  something  like  it. 

Mr.  Stark.  But  you  would  prefer  to  have 

Governor  Dean.  I  believe  that  in  Vermont,  delivering  care  is  not 
the  same  as  it  is  in  California  or  South  Carolina  or  Montana.  Even 
in  Vermont,  there  are  different  areas  of  the  State  where  you  need 
to  use  a  different  approach. 

Mr.  Stark.  Carroll. 

Governor  Campbell.  I  agree  that  we  need  to  have  the  flexibility. 
I  think  it  is  absolutely  essential,  because  States  are  different. 

Mr.  Stark.  Let  me  expand  on  this  a  little  bit  and  then  come 
back.  My  theory  is  that  if  an  alliance  is  voluntary,  it  really  isn't 
the  alliance  that  is  envisioned  in  the  President's  plan,  but  that 
really  doesn't  make  any  difference.  We  can  still  have  the  Presi- 
dent s  plan  in  California;  we  have  CALPERS,  which  has  all  of  the 
features  of  an  alliance.  We  have  a  HIPC.  It  isn't  exactly  what  the 
Jackson  Hole  folks  would  like  to  see  in  a  HIPC. 

You  in  South  Carolina  could  have  a  State  medical  department 
and  right  now  without  any  legislation  do  what  an  alliance  is  pre- 
scribed to  do.  Could  you  go  ahead  and  carry  out  the  mandates  of 
a  plan  without  having  us  direct  you  to  have  an  alliance? 

Governor  Campbell.  Yes.  I  have  a  PPO  with  the  State  employ- 
ees, and  of  course  the  legislation  proposed  stops  the  States  from 
being  a  player  in  this,  because  they  put  us  out  of  the  arena,  even 
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though  we  have  more  experience  than  anybody  else.  That  is  a  flaw 
in  the  legislation. 

Another  flaw  is  very  simply  this:  You  may  have  to  divide  some 
metropolitan  areas  to  make  an  alliance  fair  if  you  have  more  than 
one  alliance  in  a  State,  if  that  is  what  you  are  going  to  do.  We  need 
that  flexibility  desperately  if  we  are  going  to  do  it  in  any  State,  be- 
cause they  are  all  different. 

Mr.  Stark.  Let  me  go  then  to  cost  controls  for  a  minute.  I  don't 
say  this  in  a  pejorative  sense,  but  the  record  of  States  passing  leg- 
islation to  mandate  coverage  is  pretty  spotty.  Less  than  a  dozen 
States  have  really  had  a  bill.  Hawaii  probably  is  the  closest,  but 
even  in  that,  they  still  allow  6  percent  of  their  population,  which 
is  only  half  of  your  unemployed — or  your  uninsured,  Carroll.  So  I 
mean  it  is  halfway  there,  but  it  isn't  perfect. 

In  the  cost  containment  area,  we  now  have  public  cost  controls. 
We  are  pretty  empathic  here.  You  don't  like  them.  The  Dr.  Dean 
in  you  gives  you  fits,  but  the  Governor  Dean  would  be  happy  be- 
cause you  have  controlled  your  costs  if  you  had  it. 

The  question  is,  can  you  envision  leaving  the  private  side  vir- 
tually uncontrolled,  which  would  allow  cost  shifting,  while  we  con- 
tinue to  control  the  public  plans,  like  Medicare  and  Medicaid?  I 
can't  see  that  that — I  see  that  that  causes  real  problems,  and  I 
guess  the  final  part  of  that  question  is  would  it  be  better  to  have 
the  same  kind  of  control  on  doctors  or  your  hospitals,  Carroll,  pub- 
lic and  private,  so  we  don't  allow  any  gaming  or  shifting?  Do  you 
want  to  try  that? 

Governor  Campbell.  Well,  I  very  briefly  think  that  you  can  have 
some  guidelines.  I  do  believe  in  the  marketplace  a  little  bit  even 
in  medicine,  if  it  is  not  cost  shifted  out,  I  think  there  is  some  equi- 
librium to  be  found. 

Mr.  Stark.  How  do  we  prevent  that  question? 

Governor  Campbell.  You  have  to  address  those  areas  that  are 
cost  shifting  and  you  can  do  that. 

Governor  Dean.  I  believe  that  everybody  ought  to  be  in  the  same 
system,  whether  on  Medicare,  Medicaid,  CHAMPUS  or  whatever. 
Whether  you  want  to  have  one  alliance  or  not,  I  think  ought  to  be 
left  up  to  the  States,  but  everybody  ought  to  be  in  the  same  system 
and  that  way  if  there  is  any  cost  shifting,  it  is  going  to  be  done 
at  the  alliance  level  and  not  at  the  provider  level  and  I  think  that 
makes  more  sense. 

Mr.  Stark.  Thank  you  both.  We  will  get  back  to  this  in  a  second 
round. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Jefferson. 

Mrs.  Kennelly. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman.  Thank  you,  Gov- 
ernors, both. 

Carroll,  good  to  see  you  over  there.  I  still  wish  you  were  here. 

We  had  some  conversation  about  young  people,  the  fact  that  they 
might  be  caught  short  after  they  get  out  of  college,  or  like  Mr. 
Thomas'  daughter  who  is  healthy,  that  is  not  my  concern.  I  would 
just  like  to  make  the  point  that  I  don't  think  that  is  the  concern 
of  comprehensive  health  care.  It  is  the  kid  who  goes  on  a  motor- 
cycle, doesn't  wear  a  helmet,  and  gets  picked  up  by  Light  Star. 
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I  thank  you  for  your  testimony  because,  Governors,  it  proves  to 
me  we  are  here  for  a  purpose.  You  couldn't  agree,  and  of  course  you 
couldn't  agree.  Fifty  States  are  different.  And  therefore,  I  am  a 
great  believer  in  States'  rights,  but  when  50  States  can't  come  to 
a  unanimous  opinion  or  even  close  to  one,  then  it  comes  time  for 
us  to  get  into  the  picture. 

It  is  very  hard  for  us,  as  you  well  can  see  from  our  own  makeup, 
and  the  different  approaches  we  are  supporting.  I  wonder  if  you 
talked  about  long-term  care  during  your  deliberations.  When  I  am 
at  home,  a  lot  of  people  talk  to  me  about  long-term  care,  the  fact 
that  they  have  to  absolutely  divest  themselves  of  all  that  they 
have,  or  they  go  broke. 

You  mentioned  in  your  testimony  that  you  are  concerned  that  the 
Federal  Government  spending  is  capped  and  States  are  not  capped. 
Did  you  have  any  thought — and  I  am  asking  you  this  very  can- 
didly— do  you  think  as  we  look  at  this  proposal  that  there  is  any 
hope  that  we  can  address  a  meaningful  long-term  care  proposal? 
Can  we  cover  this  in  this  comprehensive  health  care  plan? 

Governor  Campbell.  I  think  it  is  going  to  be  difficult,  but  it  is 
one  that  is  on  the  plate  that  we  have  to  deal  with,  all  of  us.  The 
Governors  have  talked  about  a  variance  in  long-term  care.  We 
want  to  strengthen  the  community  care  programs  and  things  of 
that  nature.  We  can  do  some  things  with  the  Tax  Code. 

I  don't  want  to  put  somebody  in  bankruptcy  just  so  they  can  go 
into  a  long-term  care  facility,  and  I  think  that  is  probably  a  com- 
mon feeling  among  the  Governors.  Do  we  have  a  magic  answer  to 
it?  The  answer  is  no,  we  don't.  We  think  that  we  have  to  take  a 
stand  in  strengthening  the  community  care  programs  which  are  not 
into  putting  the  elderly  into  a  total  institutional  environment  and 
begin  to  address  this  system  this  way.  But  it  is  a  very,  very  dif- 
ficult problem. 

Governor  Dean.  Let  me  just  very  briefly  add  to  that.  I  think 
what  the  President's  plan  is  doing  here  is  the  right  thing  to  do,  be- 
cause the  first  step  you  take  is  to  do  the  things  that  aren't  done 
well  now,  which  is  the  community  care  piece  and  the  in-home 
piece.  So  in  that  sense  the  President's  piece  on  long-term  care  is 
very  helpful. 

I  think  it  is  impossible  to  address  the  institutional  side  of  long- 
term  care. 

Mrs.  Kennelly.  Impossible,  did  you  say,  Governor? 

Governor  Dean.  In  this  bill,  because  the  debate  and  the  issues 
are  very  different.  In  acute  health  care,  we  are  talking  about  peo- 
ple who  have  no  resources  getting  health  care.  In  long-term  health 
care,  you  are  talking  about  taxing  one  generation  so  that  another 
one  doesn't  have  to  spend  its  assets  in  order  to  get  what  everybody 
is  trying  to  get. 

Two  very  different  political  debates,  two  very  different  dynamics. 
So  I  would  recommend  at  least — and  certainly  I  support  tne  Presi- 
dent's bill  in  this  area,  because  he  is  going  to  attack  the  path  of 
long-term  care  which  needs  the  most  help  and  leave  the  debate 
about  intergenerational  wealth  transfer  to  another  day,  and  I  think 
that  is  the  wise  way  to  go  on  this. 

Mrs.  Kennelly.  I  come  from  a  State  that  has  high  per  capita  in- 
come. When  you  were  at  the  meetings,  did  maintenance  of  effort 
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come  up,  the  fact  that  the  States  have  to  maintain  their  effort  to- 
ward health  care? 

Governor  Dean,  could  you  comment  on  that? 

Governor  Dean.  Yes,  it  did,  and  there  is  some  concern,  some  dis- 
cussion about  maintenance  of  effort.  We  understand  that  we  have 
to  maintain  effort.  The  issue  among  Governors  is — Pennsylvania, 
for  example,  is  a  very  high-effort  State.  Others  may  not  be.  Why 
should  they  have  to  maintain  at  a  higher  level? 

My  own  view  on  that  is  we  are  statistically  one  of  the  States  that 
will  not  be  helped  as  much  as  others  by  the  President's  plan,  yet 
I  think  an  overall  national  view  of  health  care  reform  is  so  impor- 
tant that  I  am  willing  to  support  this  bill  with  very  few  reserva- 
tions, because  there  has  to  be  a  national  framework.  We  cannot,  as 
you  pointed  out,  do  this  on  our  own. 

ERISA  is  an  example.  We  have  to  have  ERISA  changed  so  that 
there  is  a  process  where  we  can  make  these  alliances  work.  We 
can't  do  that  on  our  own.  Only  the  Congress  can  do  that. 

Mrs.  KENNELLY.  Quickly,  I  know  my  red  light  is  on,  but  Gov- 
ernor Campbell,  you  mentioned  small  businesses.  Now  being  sac- 
rificial on  maintenance  of  effort — that  is  why  I  said  I  have  looked 
at  the  format,  I  know  your  numbers. 

Where  I  come  from,  we  have  a  very  high  percentage  of  small 
business  paying  for  insurance,  and  where  you  come  from,  you  don't. 
Are  you  willing  to  take  that  hit? 

Governor  Campbell.  Well,  I  really  don't  want  to  take  it.  I  am 
perfectly  willing  to  create  purchasing  cooperatives  and  alliances  for 
small  businesses  everywhere  to  try  to  help  them  hold  down  their 
costs  and  access  a  system  at  a  lower  level.  But  I  am  not  necessarily 
willing  to  take  the  hit  on  something  that  I  have  that  is  working 
a  little  bit  better  and  cheaper  than  it  is  somewhere  else. 

Mrs.  Kennelly.  Except  you  look  at  the  figures  of  your  State,  a 
large  percentage  of  small  businesses  don't  give  health  care. 

Governor  Campbell.  A  lot  of  them  don  t  and  that  is  something 
that  we  have  to  assess.  By  the  same  token,  a  lot  of  them  are  lower 
income  jobs  and  they  wouldn't  have  some  of  the  jobs.  So  it  is  a  very 
difficult  problem. 

It  is  just  like  the  part-time  worker.  How  many  people  are  not 
going  to  hire  the  part-time  worker  now  if  they  have  to  have  health 
insurance?  This  is  a  balance  that  we  all  have  to  weigh  in  this.  It 
is  difficult. 

Mrs.  Kennelly.  But  in  the  President's  plan,  the  part-time  work- 
er doesn't  cover,  because  they  put  in,  too. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Bunning. 

Mr.  Bunning.  Thank  you. 

I  would  really  appreciate  you  giving  your  personal  opinion  rather 
than  the  official  Governors'  position  on  any  questions  I  ask. 

Governor  Campbell,  in  your  testimony,  you  addressed  jobs  in  the 
economy.  The  net  impact  of  employment  and  income  is  difficult  to 
determine  at  this  time.  This  statement  would  suggest  that  you 
have  little  faith  in  the  predictions  about  job  loss  and/or  job  gain. 
Is  that  a  correct  assumption? 

Governor  Campbell.  That  is  a  correct  assumption.  I  think  that 
you  are  going  to  have  job  loss,  particularly  in  the  short  term. 
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Mr.  Bunning.  Are  there  certain  types  of  jobs,  for  example,  serv- 
ice Jobs  or  at  or  near  the  minimum  wage,  affected  more  than  oth- 
ers? 

Governor  Campbell.  They  will  be  the  lower  end,  the  lower  end 
more  than  anything  else,  because  they  are  the  most  vulnerable  and 
that  is  the  group  that  we  have  to  work  the  hardest  on  in  trying 
to  keep  people  insured  and  in  jobs. 

Mr.  Bunning.  Is  it  true  that  we  really  know  that  many  employ- 
ers who  heretofore  have  not  been  able  to  afford  health  insurance 
will  be  forced  to  pay  for  that  coverage? 

Governor  Campbell.  Well,  the  question  is  can  they  pay  for  it?  A 
lot  of  these  small  employers  don't  even  carry  insurance  on  them- 
selves. 

Mr.  Bunning.  In  other  words,  they  can't  afford  to  carry  them- 
selves? 

Governor  Campbell.  Well,  they  are  not  given  the  tax  deduction 
that  somebody  in  a  big  corporation  is  given.  But  I  think  that  this 
is  where,  you  know,  the  voluntary  purchasing  co-ops  and  alliances 
for  small  businesses  and  others  can  create  a  lower  cost  or  even  a 
marginal  worker  above  Medicaid  being  allowed  to  buy  into  that 
program.  We  have  a  test  program  going  into  an  area  of  our  State 
where  there  is  just  a  little  copayment  and  they  buy  into  Medicaid 
and  it  is  under  the  waiver  process  so  we  access  the  system  for 
them. 

There  are  other  ways  rather  than  create  a  whole  new  system. 

Mr.  Bunning.  You  say  you  have  a  waiver  on  Medicaid? 

Governor  Campbell.  We  have  a  two-county  area  that  we  are 
testing  some  programs. 

Mr.  Bunndmg.  What  about  you,  Governor  Dean?  Are  you  under 
a  waiver  or  not? 

Governor  Dean.  No.  The  only  waiver — we  are  going  to  come  in 
with  a  waiver  after  we  pass  our  health  care  package.  We  really 
don't  have  one  that  specifically  applies  to  this.  We  do  have  some 
long-term  care  waivers  to  get  health  care  instead  of  institutional 
care  and  that  is  very  helpful. 

Mr.  Bunning.  Would  your  State  be  considered  a  candidate  for 
single  payer  rather  than  the 

Governor  Dean.  It  is  often  considered.  If  you  mean  the  Cana- 
dian-style single  payer. 

Mr.  Bunning.  That  is  what  I  mean. 

Governor  Dean.  No.  The  answer  is  no.  That  will  not  happen. 

Mr.  Bunning.  What  type  of  single  payer  are  you  speaking  about 
then? 

Governor  Dean.  Well,  it  depends  on  what  your  definition  is.  If 
you  think  a  State  with  a  single  alliance  is  a  single-payer  State, 
then  yes,  we  would  be  a  candidate  for  that.  Whether  that  happens 
or  not,  I  am  not  prepared  to  say.  But  we  are  not  going  to  adopt 
a  Canadian-style  single-payer  system.  I  don't  see  any  reason  to  im- 
port that  into  the  United  States.  The  costs  are  out  of  control. 

Mr.  Bunning.  Do  either  of  you  worry  about  the  cost  of  the  pro- 
posed plan  that  the  President  has  sent  down?  I  ask  this  in  direct 
relationship  to  Medicaid  and  Medicare.  When  we  started  Medicaid, 
it  was  figured  that  it  would  cost  $1  billion  by  1990.  It  cost  $76  bil- 
lion. 
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In  Medicare,  the  cost  was  about  $12  billion  at  the  start  and  now 
it  is  well  over  $100  billion.  I  mean  in  1990. 

Governor  Dean.  I  think  you  will  get  split  opinions  on  this. 

Mr.  Bunning.  That  is  why  I  am  asking. 

Governor  Dean.  I  think  if  we  don't  pass  something  to  get  these 
costs  under  control,  that  of  course  the  costs  are  going  to  continue. 
They  are  outrageous  in  terms  of  their  multiple  inflation. 

Mr.  Bunning.  Compared  to,  of  course,  domestic  products,  one- 
sixteenth  of  our  economy,  depending  on  who  is  weighing  it,  is  $900 
billion  or  thereabouts. 

Are  you  telling  me  it  is  going  to  escalate  more  rapidly? 

Governor  Dean.  No.  I  think  the  President's  plan  will  reduce 
those  costs.  It  won't  be  a  net  dollar  reduction,  but  it  will  certainly 
be  a  reduction  in  the  rate  of  growth. 

Governor  Campbell.  I  worry  about  costs  and  the  figures  that  are 
used  in  the  plan.  I  think  all  of  us  are  concerned  about  it.  We  are 
concerned  about  what  the  States  are  going  to  face,  and  I  just  don't 
think  that  there  are  accurate  figures  that  we  can  rely  on. 

Mr.  Bunning.  Certain  of  us  up  here  worry  about  the  single 
health  alliance  idea  for  a  State,  particularly  those  of  us  who  have 
major  population  centers  on  the  border  of  a  triState  area  and  how 
that  single  alliance  would  affect  the  Indiana-Ohio-Kentucky  border 
or  the  Kentucky-Indiana-Illinois  border  and  all  those  type  of  border 
States.  Whose  health  alliance  would  dictate  how  that  cost  shifting 
would  be  done? 

Governor  Dean.  If  you  invite  me  back  here  6  months  from  now, 
I  will  tell  you.  Because  we  in  Vermont,  a  large  number  of  Ver- 
monters  get  their  care  across  the  Connecticut  River  in  Dartmouth 
and  we  think  we  have  worked  that  out  with  their  cooperation. 

So  we  believe  that  you  can  do  that  and  of  course  we  understand 
that  you  have  metropolitan  areas  that  circumscribe  more  than  one 
State  and  sometimes  more  than  two  States. 

Governor  Campbell.  We  do  it  now  too  on  our  borders  where  we 
are  next  to  metropolitan  areas,  but  I  would  point  out  to  you  we 
would  have  to  change  some  of  the  things  that  are  proposed  in  this 
law  that  would  let  us  do  it  in  the  future. 

Mr.  Bunning.  Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDERMOTT.  Thank  you,  Mr.  Chairman. 

I  don't  want  to  get  into  a  long  debate  here  about  whether  Cana- 
dian health  care  is  workable  or  not  for  somebody  that  lives  on  the 
border,  like  I  do,  but  it  is  9  perc3nt  of  GDP  in  Canada,  and  it  is 
14  here.  They  are  doing  something  right  up  there. 

I  would  also  say  to  Governor  Campbell  that  Italy  is  a  single- 
payer  system,  so  when  you  quote  how  well  they  are  doing  control- 
ling costs,  just  keep  that  in  mind. 

Governor  Campbell.  They  aren't  doing  real  well. 

Mr.  McDermott.  I  would  say  one  other  thing  about  it.  Governor 
Chiles  used  to  say  that  you  have  to  control  costs  first  and  then  you 
can  get  universal  access,  but  now  that  he  has  gotten  into  it,  he  has 
changed  his  mind  and  realized  you  have  to  nave  universal  cov- 
erage, not  access. 

We  have  access  now  in  this  country,  as  everybody  knows,  and  I 
think  that  it  is  a  fundamental  point  that  we  must  come  out  of  this 
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with  universal  coverage.  The  President  has  said  he  won't  sign  a  bill 
without  that  in  it. 

There  is  one  thing  in  your  testimony  that  bothers  me,  and  I  am 
not  going  to  dwell  on  that  either,  but  that  is  this  whole  business 
of  splitting  SMSA.  I  see  the  Governors  have  decided  that  they,  too, 
like  to  allow  cherry  picking,  because  that  is  what  will  happen  when 
you  start  splitting  SMSAs. 

But  I  want  to  get  to  another  point.  You  both  run  academic  health 
centers.  University  of  Washington  is  15  percent  State  money,  50 
percent  Federal  grants  and  35  percent  is  earned  by  the  physicians. 
That  is  how  they  finance  it.  I  would  suspect  that  your  own  aca- 
demic health  centers  are  about  the  same. 

Now,  if  you  institute  HMOs  as  the  major  cost  containment  across 
the  country,  who  will  want  doctors  from  the  medical  school?  Their 
HMOs  are  high-cost,  high-priced,  high-technology  medicine.  You 
know  how  HMOs  operate. 

You  particularly,  Dr.  Dean,  understand  that  those  doctors  are 
not  the  ones  you  are  going  to  want,  because  they  get  the  sickest 
patients  who  use  the  most  health  care.  Who  is  going  to  say  to 
them,  "Why  don't  you  come  into  my  HMO."  And,  where  is  the 
money  going  to  come  from  to  fund  the  academic  health  centers 
across  the  country? 

Governor  Dean.  They  won't  have  a  choice,  Congressman,  because 
the  way  that  the  bill  was  written  and  certainly  the  way  that  we 
are  pursuing  this  in  our  State  is  that  you  have  to  offer  all  medi- 
cally necessary  care  and  it  is  impossible  to  offer  all  medically  nec- 
essary care  without  having  a  teaching  hospital  on  contract  or  in  the 
HMO  or  who  is  associated  with  that. 

The  way  the  bill  is  constructed,  the  networks  of  physicians  in 
hospitals  would  have  to  either  have  a  direct  hopefully  capitated  pay 
arrangement  with  the  teaching  hospital  or  would  have  to  contract 
with  them  to  take  those  very  sick  patients.  You  could  not  have  an 
HMO  which  was  functioning  as  a  network.  You  could  have  one  as 
part  of  a  network,  but  every  network  and  every  subscriber  who 
would  use  their  network  would  have  guaranteed  access  to  all  medi- 
cally necessary  care,  and  that  includes  the  expensive  care  in  the 
teaching  hospital. 

Mr.  McDermott.  I  can  understand  how  that  could  work  in  a  sin- 
gle medical  school  State  like  Vermont. 

Governor  Dean.  We  are  actually  not,  because  Dartmouth  is  right 
across  the  river  and  40  percent  of  their  patients  are  from  us.  So 
what  we  envision  in  Vermont,  we  don't  know  whether  we  are  going 
to  have  a  single  alliance  or  more  than  one  alliance,  but  we  believe 
that  every  alliance — or  that  every  plan  that  an  alliance  contracts 
with  will  have  to  have  either  the  medical  center  or  Dartmouth  or 
both,  if  they  are  Statewide  plans,  which  is  what  we  are  envision- 
ing, in  their  available  arsenal  for  patients  to  sign  up  for. 

There  is  also  Albany  Medical  Center,  clearly  in  the  southwestern 
part  of  our  State,  and  they  will  have  to  be  in  the  plan.  Otherwise, 
it  is  not  a  marketable  plan. 

Mr.  McDermott.  So,  you  are  saying  that  every  medical  school 
will  be  guaranteed  an  affiliation  witn  all  of  the  HMOs  in  the  State? 

Governor  Dean.  No.  In  areas  like  Boston,  that  may  be  a  problem, 
because  there  are  three  or  four  or  five  medical  schools  in  that  area, 
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and  in  order  to  guarantee  all  medically  necessary  care — theoreti- 
cally, none  of  the  plans  in  Boston  could  select  a  certain  medical 
school  if  their  costs  were  very  high,  but  in  most  areas  of  the  State 
where  there  are  reasonable  geographical  distances  between  medical 
schools,  that  would,  in  fact,  be  the  de  facto  result  of  what  is  being 
proposed,  is  that  every  medical  school  would  have  to  be  included, 
because  you  simply  can't  deliver  the  kind  of  care  that  Americans 
are  entitled  to  without  including  tertiary  care  in  the  mix. 

Mr.  McDermott.  Let's  talk  about  how  HMOs  operate.  You  have 
a  gatekeeper.  You  try  and  keep  people  from  getting  referred  to  spe- 
cialists. 

Governor  Dean.  Inappropriately. 

Mr.  McDermott.  Yes.  But  that  is,  as  you  know,  a  matter  of  judg- 
ment. You  practice  medicine,  as  I  have.  So  you  know  that  it  is  a 
matter  of  judgment:  Should  I  refer  to  the  specialist? 

Now  every  financial  incentive  of  the  HMO  will  be  not  to  refer 
anybody  to  Dartmouth  or  to  the  University  of  Vermont.  It  will  be 
to  deal  with  it  at  the  local  hospital  in  Montpelier  or  wherever.  That 
is  going  to  be  what  the  financial  incentive  is.  How  do  you  guaran- 
tee that  those  things  are  financed? 

Governor  Dean.  First  of  all,  you  need  to  have  quality  assurance 
to  make  sure  there  are  resolutions  for  patient  complaints  about  not 
being  appropriately  referred.  Although  in  our  State  they  have  got- 
ten around  this  because  the  medical  center  and  the  academic 
health  centers  are  essentially  operating  as  its  own  HMO,  so  they 
are  accepting  capitated  patients  on  the  same  basis  that  the  HMO 
that  is  operating  in  the  State  is,  and  they  actually  have  a  contract 
with  our  HMO  to  do  that.  So  having  anticipated  the  kinds  of  ques- 
tions that  you  are  raising,  and  are  moving  in  the  marketplace  be- 
fore any  legislation  passes,  because  they  can  see  what  is  coming 
down  the  pike,  so  that  they  too  can  play  in  the  capitated  world  of 
capitation  rather  than  fee-for-service. 

Mr.  McDermott.  I  see  my  time  is  up  and  I  am  unable  to  ask 
some  other  questions,  but  I  would  suggest  that  one  of  the  difficul- 
ties of  this  whole  business  is  going  to  be  the  fact  that  you  rep- 
resent, both  of  you,  smaller  States,  not  small  States,  but  smaller 
States,  with  a  particular  kind  of  geography. 

I  think  in  other  parts  of  the  country  it  is  going  to  be  a  serious 
problem  in  terms  of  how  you  maintain  the  present  funding  flow  to 
medical  or  academic  centers.  That  is  why  Mike  Andrews  had  all  of 
those  folks  up  here  from  Houston.  We  were  inundated  by  them  one 
day,  telling  us  the  problems  of  the  University  of  Texas  if  we  insti- 
tuted the  President's  plan.  And  I  think  that  it  is  a  serious  issue 
that  has  to  be  thought  about  very  carefully. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Rangel  will  inquire. 

Mr.  Rangel.  Thank  you,  Mr.  Chairman. 

We  welcome  both  of  vou  sharing  your  views  as  to  some  of  the 
problems  that  you  see  tor  the  States,  and  especially  since  most  of 
us  only  know  the  congressional  district  or  the  area  in  which  we 
work  in. 

Both  of  you  agree  that  there  should  be  some  penalty  or  sanction 
or  payment  for  people  going^  to  emergency  wards  for  nonemergency 
types  of  treatment.  I  can  think  in  my  community  of  no  one  that  has 
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access  to  any  health  care  other  than  the  emergency  ward  wanting 
to  go  to  an  emergency  ward,  I  thought  that  the  incentive  would  be 
the  broad  coverage  and  the  access  and  the  ability  to  pay  some- 
where else.  So  I  really  don't — I  don't  understand  why  you  would 
think  that  that — the  question  would  be,  why  would  anyone  want  to 
go  to  an  emergency  ward  when  they  can  go  some  place  else? 

Governor  Campbell.  Well,  most  of  them  for  convenience  and 
some — not  most  of  them,  that  is  not  true,  most  of  them  because 
they  don't  feel  they  have  anywhere  else  to  go,  as  you  said,  and 
some  for  convenience.  I  think  that  is  an  honest  answer  on  actually 
what  you  are  driving  at. 

Mr.  Rangel.  That  is  the  point  I  want  to  make,  because  I  am  not 
certain  that  they  are  going  to  have  some  place  else  to  go. 

Are  you  certain  that  there  are  enough  providers  for  the  poor  peo- 
ple who  normally  go  to  the  emergency  wards  because  they  have  no- 
where else  to  go  that  they  can  get  health  care,  because  in  the  poor- 
er communities  doctors  have  decided  that  this  is  not  a  place  to  do 
business.  So  how  do  you  resolve  that,  assuming  the  same  thing  is 
true  in  your  State? 

Governor  Campbell.  Two  ways.  We  have  gotten  them  to  keep  a 
clinic  open  until  midnight  every  night — a  clinic,  not  the  emergency 
room — and  they  have  a  pediatrician  on  duty  there  all  the  time  up 
until  that  point  to  take  the  people  that  don't  have  anywhere  to  go. 

The  second  thing  is,  in  our  rural  areas,  the  doctors  had  quit  tak- 
ing Medicaid  for  obstetrics.  We  increased  reimbursements  under 
Medicaid  and  we  got  through  some  tort  reform.  The  doctors  came 
back  into  obstetrics  again  and  what  has  happened  is  our  infant 
mortality  rate  is  coming  down. 

But  you  are  absolutely  right,  a  lot  of  people  don't  have  anywhere 
to  go.  In  the  system  that  we  are  trying  to  reform,  we  can  give  peo- 
ple all  of  the  insurance  in  the  world;  if  they  don't  have  a  doctor  out 
there,  it  doesn't  do  them  any  good.  Universally  insured  is  wonder- 
ful. Having  a  doctor  is  something  else. 

Mr.  Rangel.  If  the  doctor  happens  to  be  on  the  other  side  of 
town,  couldn't  the  poor  person  with  his  card  go  to  that  doctor  and 
say,  here  I  am,  to  keep  him  out  of  the  emergency  room?  Would 
there  be  any  impediments  as  you  see  it? 

Governor  Campbell.  We  should  be  able  to. 

Governor  Dean.  One  of  the  ways  we  are  dealing  with  this;  our 
State,  like  the  Clinton  plan,  these  networks  are  going  to  be  respon- 
sible for  everybody's  care  whether  they  are  poor  or  rich  or  in-be- 
tween. That  means  that  they  can't  get  certified  as  a  network  unless 
they  can  show  us  some  providers  in  places  where  they  can  deliver 
care  as  an  alternative  to  the  emergency  room. 

There  have  to  be  sanctions  not  only  on  the  person  who  is  inap- 
propriately using  the  emergency  room,  but  also  on  the  network. 
And  then  the  networks  will  find  that  they  will  save  money  by  hav- 
ing physicians,  or  at  least  nurse  practitioners  or  extenders  or  what- 
ever you  want.  Furthermore,  community  health  centers  have  to  be 
integrated  into  this  network  so  where  you  do  have  some  infrastruc- 
ture in  the  poor  neighborhoods,  that  that  is  supported  by  the  new 
plan. 
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Mr.  Rangel.  I  hope  that  would — I  really  hope  that  would  elimi- 
nate the  need  to  find  people  who  really  are  using  the  emergency 
rooms  out  of  need  rather  than  out  of  choice. 

Having  said  that,  what  role  do  you  see  the  public  hospitals  play- 
ing? Here  we  have  alliances  and  none  subsidized,  but  the  patient 
now  has  the  ability  to  pay,  and  I  do  think — I  agree  with  you,  that 
the  public  hospitals  will  always  be  there.  But  why  should  they  al- 
ways have  to  be  there  if  we  now  are  getting  competitive?  Why 
should  the  taxpayers  have  to  deal  with  city  and  county  and  State 
hospitals  when  indeed,  this  is  supposed  to  generate  excitement  and 
we  have  a  competitive  atmosphere? 

Governor  Campbell.  A  lot  of  people  in  the  hospitals,  in  my  opin- 
ion, a  lot  of  them  don't  operate  their  clinics  any  more.  A  lot  of  them 
in  more  rural  areas,  there  is  an  ability  to  get  transportation  to  a 
center  like  a  hospital  where  it  is  difficult  to  get  transportation  to 
an  individual  physician. 

I  think  there  will  always  be  a  place  for  hospital  clinics,  and  if 
you  don't  do  that,  to  fill  some  of  that  void,  then  you  are  pushing 
people  to  the  emergency  room.  The  primary  care  physician  is  the 
place  you  want  to  get  them  to,  but  if  you  don't  have  the  primary 
care  physician,  you  are  going  to  have  to  constantly  continue  to  do 
this  other. 

Mr.  Rangel.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

Mrs.  Kennellv  addressed  the  question  of  maintenance  of  effort  for 
the  States,  and  I  know  you  indicated,  Governor  Dean,  that  Penn- 
sylvania was  one  of  those  States,  knowing  full  well  that  Wisconsin 
is  also. 

Under  the  maintenance  of  effort,  I  think  that  States  like  Penn- 
sylvania and  Wisconsin  will  be  under  a  real  disadvantage.  If  in  the 
past  they  were  generous  in  their  title  19  benefits,  so  be  it,  but 
under  the  basic  plan,  all  States  will  be  giving  that  population  of 
people  similar  or  identical  benefits.  Has  the  Governors'  Association 
just  sidestepped  the  issue  or  have  they  made  a  statement  or  some 
type  of  an  equalization  formula? 

Governor  Dean.  We  cannot  do  that.  We  have  States  that  have 
tremendous  benefits.  Texas  is  one  of  them  with  25  percent  unin- 
sured. There  are  also  States,  perhaps  like  your  own,  I  haven't 
looked  at  it  specifically,  which  are  not  going  to  benefit  as  much. 

All  States  will  benefit  from  the  capping  of  costs,  so  there  is  going 
to  be  some  benefit  to  everybody.  Clearly,  those  high  benefit  States 
will  have  to  continue  to  be  high  maintenance.  We  just  simply,  be- 
cause we  represent  each  one  of  those,  have  not  come  up  with  a  so- 
lution. That  is,  again,  why  we  are  here  before  Congress. 

Mr.  Kleczka.  So  the  individual  States  in  that  situation  like 
Pennsylvania,  Wisconsin,  New  York  and  others,  will  have  to  come 
before  us  and  make  their  own  case? 

Governor  Dean.  I  am  afraid  that  is  true,  just  as  the  small  States 
will  as  well. 

Governor  Campbell.  I  don't  disagree  with  that  at  all. 

I  think  that  every  State  is  different  in  their  population.  We 
would  have  a  much  higher  percentage  of  publicly  assisted  people  on 
our  medical  system  in  South  Carolina  than  they  would  in  Vermont 
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or  Wisconsin,  for  instance.  New  York  would  be  different  on  a  per- 
centage basis,  because  they  would  have  a  higher  percentage.  You 
are  going  to  have  to  look  at  both  the  maintenance  of  effort  cost  per 
capita  and  the  total  population,  which  is  the  big  thing. 

Mr.  Kleczka.  I  would  assume  that  South  Carolina  is  not  as  gen- 
erous in  offering  all  of  the  options  like  some  of  the  other  States  in 
the  Medicaid  program. 

Governor  Campbell.  No,  you  can't  offer  all  of  the  options  if  you 
don't  have  all  the  money.  We  put  ours  on  our  children.  We  took 
them  up  to  185  percent  of  poverty  in  order  to  try  to  deal  with  the 
major  problem  that  we  confronted.  By  the  same  token,  I  just  added 
about  $55  million  into  my  budget  for  Medicaid  again  this  year,  as 
it  continued  to  grow.  That  kind  of  strips  us  down  a  little  bit  when 
we,  you  know,  we  don't  have  the  ability  to  fund. 

Mr.  Kleczka.  The  other  concern  I  have  is  introducing  into  the 
legislation  a  national  certificate  of  need  program.  Have  either  of 
your  States  been  involved  in  the  program,  and  have  you  seen  any 
success  or 

Governor  Dean.  We  have,  and,  frankly,  I  am  trying  to  get  rid  of 
it.  Well,  I  think  it  is  a  necessary  program. 

Mr.  Kleczka.  You  are  trying  to  get  rid  of  it? 

Governor  Dean.  Yes.  I  would  not  do  this  on  a  Federal  level,  first 
of  all.  Second,  the  reason  we  are  trying  to  get  rid  of  it  is  that  it 
is  additional  bureaucracy.  If  you  have  a  capitated  system,  you  have 
a  global  budget.  You  can't  get  rid  of  a  CON  as  long  as  you  don't 
have  a  global  budget  or  cost  caps.  But  I  am  looking  at  cost  caps 
based  on  a  capitated  system.  Once  you  do  that,  you  don't  have  to 
have  us  decide,  the  government  decide  whether  you  should  have  a 
certain  piece  of  equipment.  You  make  a  business  decision  whether 
you  want  the  equipment,  but  don't  expect  to  be  cost-based  reim- 
bursed on  that. 

So  essentially  once  you  get  everybody  under  a  global  budget,  you 
can  do  away  with  some  of  the  bureaucracy  like  utilization  review 
and  CON  because  the  global  budget  is  what  is  holding  down  your 
costs,  not  the  very  bureaucratic  kinds  of  let's  see  if  you  spend  an 
extra  day  here  or  should  you  buy  that  piece  of  equipment.  You  can 
get  rid  of  all  of  that  stuff,  which  is  why  I  think  the  doctors  will  be 
happier  in  a  system  with  a  global  budget  than  they  are  today 
where  you  have  all  levels  going  in  to  decide  whether  they  should 
be  paid  for  this  or  paid  for  that  and  given  this  10,000  pages  of  reg- 
ulations. 

Governor  Campbell.  We  have  a  certificate 

Mr.  Kleczka.  Has  it  been  effective? 

Governor  Campbell.  I  don't  think  it  has  been  that  effective.  It 
has  helped  us  a  little  bit,  but  the  big  thing  we  need  is  some 
changes  in  antitrust  laws  in  order  to  let  us  get  to  the — get  the  hos- 
pitals to  work  together.  If  they  are  going  to  have  a  major  heart  cen- 
ter, you  don't  want  another  one  two  blocks  down  the  street. 

In  our  urban  centers,  we  find  this  sort  of  thing  happening  and 
we  can't  even  get  them  to  cooperate,  because  we  are  violating  the 
law  when  we  try  to  bring  them  to  the  table — we  need  some  flexibil- 
ity there. 

Mr.  Kleczka.  Thank  you  very  much.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 


47 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

Welcome.  I  wanted  to  ask  the  two  of  you,  if  I  might,  a  question 
about  your  differences,  because  I  think  it  is  important  to  try  to  find 
common  ground  and  understand  the  differences  in  perspective, 
whether  they  are  regional  or  what. 

But  before  I  do  that,  to  my  former  colleague  and  good  friend,  Mr. 
Campbell,  Governor  Campbell,  let  me  just  say  a  word  about  the  un- 
insured. I  think  the  uninsured  represent  one  of  the  major  chal- 
lenges, as  does  cost  containment.  The  connection  between  the  two 
of  them  is  a  matter  of  some  controversy  or  difference  in  perspec- 
tive. But  be  that  as  it  may,  I  think  the  uninsured  represent  a  sig- 
nificant challenge. 

I  was  struck  by  your  emphasis,  Governor  Campbell,  on  the 
younger  people,  because  the  data  indicates  that  of  those  who  are 
uninsured,  less  than  20  percent,  19  percent  are  between  18  and  24. 
More  than  that  are  under  18,  and  more  than  that  are  between  25 
and  34.  And  I  think,  therefore,  it  is  a  misimpression  to  think  that 
the  way  to  solve  the  problem  of  the  uninsured  is  to  go  after  the 
problem,  to  focus  so  much,  as  you  seem  to  indicate,  on  younger  peo- 
ple and  just  tell  them  to  buy  cheap  insurance. 

Governor  Campbell.  No,  I  don't  mean  to  leave  a  misimpression 
on  this.  They  are  only  part  of  the  uninsured.  The  worker  in  transi- 
tion is  a  part  of  it.  Not  only  is  the  worker  in  transition  a  part  of 
it,  but  the  self-employed  and  the  marginal  worker  out  there  who 
is  not  getting  insurance.  They  are  all  part  of  the  pool. 

The  point  I  was  trying  to  make  was  of  this  whole  group  of  unin- 
sured, rather  than  say  we  have  a  big  pool  of  uninsured,  break  them 
out  by  groups  and  see  how  you  can  solve  each  one's  problem,  be- 
cause you  may  not  be  able  to  solve  them  all  the  same  way.  That 
is  the  point  I  was  making. 

Mr.  Levin.  But  the  figures — there  is  just  a  new  study  that  indi- 
cates the  number  of  uninsured  has  gone  to  38.9  million,  up  over  2 
million  from  1991.  The  data  showed  that  the  vast  majority  are  ei- 
ther workers  or  are  dependents  of  workers,  and,  indeed,  about  17 
million  are  either  full-time  workers  or  dependents  of  full-time 
workers.  So  the  question  becomes,  what  do  we  do  about  the  health 
coverage  for  people  who  are  working  full-time  or  who  are  depend- 
ents? 

Let's  take  that  first.  And  here  gets  to  my  basic  question.  I  think 
you  indicated  a  difference  of  opinion  about  mandates,  employer 
mandates.  I  think  that  was  referred  to  by  both  of  you.  Tell  me  why 
you  differ — I  mean,  is  it  the  States  you  represent?  Is  it  region?  Is 
it  basic  philosophy — if  you  don't  mind.  Because  we  need,  as  I  say, 
to  find  some  common  ground  here.  So  in  about  a  minute,  that  is 
all  there  is  left. 

Governor  Campbell.  Employer  mandate,  number  one,  I  am 
afraid  is  going  to  cause  a  lot  of  job  disruption  at  the  lower  end  of 
the  scale.  I  have  lower  end  workers  in  many  instances.  The  ques- 
tion then  becomes  whether  they  are  insured  or  have  a  job.  That  is 
a  terrible  thing  to  have  to  choose  between.  We  understand  that. 
And  so  that  is  one  of  my  deep  concerns.  I  want  to  access  the  system 
to  them.  You  can  buy  them  into  Medicaid.  We  are  doing  that  in 
some  places  right  now  at  a  lower  cost. 
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Mr.  Levin.  Because  these  are  full-time  workers,  we  don't  want 
them  to  become  part  of  the  Medicaid  system? 

Governor  Campbell.  No,  sir,  you  don't.  But  you  are  going  to  ac- 
cess to  buy  into  something,  and  you  are  going  to  create  a  new  Fed- 
eral system  to  buy  into  or  buy  into  one  that  exists. 

Governor  Dean.  The  Medicaid  system  is  a  very  good  benefit 
package,  probably  better  than  those  other  benefit  packages.  Frank- 
ly, an  employer  mandate  is  not  my  first  choice.  If  I  were  designing 
a  system  from  the  ground  up,  it  wouldn't  probably  have  an  em- 
ployer mandate  in  it.  But  I  am  supporting  an  employer  mandate 
and  we  are  going  to  use  it  in  Vermont,  because  it  is  the  social  sys- 
tem that  supports  a  system  which  essentially  insures  today  82  per- 
cent of  the  public.  So  if  we  narrow  our  focus  down  to  the  18  or  the 
15  or  whatever  the  number  you  choose  is,  an  employer  mandate 
takes  care  of  the  most  number  of  those  people  with  the  least 
amount  of  new  bureaucracy. 

The  really  important  poll,  and  these  are  national  polls  too,  75 
percent  of  the  people  in  this  country  think  the  cost  of  health  care 
is  outrageous  and  the  system  is  out  of  control.  The  same  poll,  75 
percent  of  the  people  in  this  country  are  very  pleased  with  the 
quality  of  care  that  they  get  when  they  go  to  their  doctor  or  hos- 
pital. So  the  trick  here  is  not  to  throw  the  whole  system  up  in  the 
air  and  have  it  come  down  in  some  unrecognizable  form  so  we  can 
control  cost,  it  is  to  work  with  the  financing  of  the  system  and  the 
incentives  inside  of  the  system,  but  not  change  the  way  the  average 
American  sees  what  happens  to  them  when  they  go  see  a  physi- 
cian. I  think  an  employer  mandate  makes  sense  in  that  context, 
and  I  think  that  I  believe  that  given  where  we  are  today,  the 
quickest  way  to  get  everybody  insured  is  to  use  an  employer  man- 
date. 

Mr.  Levin.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Payne. 

Mr.  Payne.  Thank  you,  Mr.  Chairman.  Thank  you,  Governor 
Campbell  and  Governor  Dean,  for  being  with  us. 

Since  this  hearing  is  about  the  economy  and  jobs,  I  must  con- 
tinue to  state  my  strong  opposition  to  the  method  that  has  been 
chosen  to  pay  for  health  care  in  the  President's  plan,  that  is,  rais- 
ing taxes  on  tobacco  products  from  300  to  10,000  percent  on  var- 
ious products.  I  think  it  affects  one  product  in  one  part  of  the  coun- 
try and  in  areas  like  mine  where  I  have  tobacco  farmers  in  rural 
Virginia  who  will  be  negatively  affected  in  terms  of  our  economy 
andin  terms  of  jobs.  I  think  that  is  true  throughout  the  South. 

What  I  would  like  to  ask  you  about,  because  I  know  it  is  some- 
thing that  you  have  a  great  interest  in,  and  that  is  rural  health 
care.  The  area  that  I  represent,  17  counties,  13  are  said  to  be  medi- 
cally underserved  primarily  because  we  don't  have  enough  primary 
care  physicians  in  these  areas.  And  my  question  is  one  that  I  would 
like  for  both  of  you  to  comment  on  from  the  point  of  view  of  your 
State  and  your  experiences,  and  that  is,  what  must  health  care  re- 
form contain  in  order  to  address  the  rural  health  care  needs,  and 
does  the  President's  proposal  go  far  enough  in  doing  this? 

Governor  Campbell.  Let  me  just  say,  since  I  have  a  lot  of  rural 
areas  in  my  State,  the  same  way,  we  will  constantly  have  to  have 
a  public  effort  in  the  rural  areas.  As  we  insure  everybody  out  there, 
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we  may  not  have  the  providers  and  they  may  not  have  the  trans- 
portation to  get  to  the  places  they  need  to  go  to  get  health  care. 
What  we  will  have  to  continue  to  do  is  use  physician  extenders,  be 
they  nurse  practitioners,  physician  assistants  or  whatever  to  do 
screening.  We  will  probably  have  to  use  our  public  health  screening 
vans  which  we  do  now  to  take  health  care  to  them.  These  things 
I  believe  will  stay  in  existence,  no  matter  what  we  do. 

I  think  you  are  going  to  have  to  do  some  of  this.  By  the  same 
token,  I  think  we  are  going  to  have  to  provide  extra  incentives  as 
best  we  can  to  get  physicians  to  go  into  rural  areas  and  into  the 
delivery  of  medicine  in  those  rural  areas.  It  is  not  the  easiest  thing 
to  do.  It  is  not  that  they  don't  want  to,  it  is  they  get  there  by  them- 
selves and  they  burn  out.  So  I  think  that  this  is  going  to  be  a  con- 
stant problem  for  us,  and  I  don't  think  that  necessarily  just  putting 
everybody  in  a  plan  is  going  to  do  it  if  the  provider  base  is  not  ac- 
cessible. 

Governor  Dean.  I  think  the  rural  care  area  is  one  of  the  Presi- 
dent's strong  points  in  this  bill.  Because  if  you  allow  the  States  to 
arrange  their  alliances  with  some  flexibility,  and  get  those  of  us 
who  are  in  rural  States  to  do  things  differently  than  you  might  in 
very  metropolitan  or  suburbanizea  States,  there  are  incentives  in 
the  bill  talked  about  for  generating  more  primary  care  physicians. 

What  we  are  looking  at  in  terms  of  integrating  networks  is  not 
certifying  networks  unless  they  can  cover  everybody,  and  that  in- 
cludes people  in  inner-city  neighborhoods  and  in  rural  areas.  The 
infrastructure  is  going  to  be  a  little  different  in  rural  areas,  per- 
haps going  to  be  more  public  in  some  States.  But  the  flexibility  in 
the  Clinton  plan  allows  each  State  to  figure  out  how  to  do  that  for 
themselves,  and  what  it  does  not  do,  and  which  I  am  very  pleased 
about,  is  it  does  not  pass  us  down  a  cookie-cutter  solution  which 
is  obviously  going  to  be  different  in  Virginia  than  it  is  in  the  State 
of  Washington  or  Vermont.  I  think  that  is  part  of  the  reason  that 
the  Governors  like  the  notion  of  a  State-based  plan  where  we  can 
have  some  control  about  how  to  make  sure  that  the  distribution  of 
providers  does  include  rural  areas  or  inner-city  areas  or  whatever 
the  particular  concern  of  the  State  is. 

Mr.  Payne.  Let  me  follow  up  on  the  flexibility  of  alliances.  You 
state  that  by  having  flexibility,  it  will  be  of  assistance  to  rural 
areas.  If  rural  areas  now  don't  have  adequate  health  care,  what  is 
it  about  these  alliances  that  somehow  are  going  to  help  solve  that 
problem? 

Governor  Dean.  Because  an  alliance,  for  example,  refuses  to  do 
business  with  somebody  who  is  not  willing  to  be  in  rural — be  rep- 
resented in  rural  areas. 

Mr.  Payne.  So  that  one  of  the  requirements  of  the  alliance  would 
be  to  provide  a  certain  patient/physician  ratio? 

Governor  Dean.  One  of  the  requirements  that  an  alliance  could 
set  in  designing  the  accountable  health  plan  or  the  provider  deliv- 
ery system  is  that  you  have  to  deliver  this  kind  of  health  care  in 
this  area.  You  don't  just  get  to  operate  in  the  wealthy  suburbs,  you 
have  to  operate  in  the  inner  cities  and  in  the  rural  poor  areas. 

I,  like  Carroll,  the  poorest  areas  in  our  State  are  the  rural  areas, 
not  in  the  cities.  So  giving  States  flexibility  to  design  their  own  alli- 
ances and  the  relationships  within  the  alliances  and  the  plan,  with- 
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in  a  Federal  framework,  we  are  not  trying  to  have  50  different 
plans  here,  that  I  think  makes  all  the  difference  in  the  world  in 
terms  of  how  we  can  deliver  care  to  people  who  are  not  getting  the 
care  now. 

Chairman  Rostenkowski.  Mr.  Pickle. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman.  I  am  glad  to  see  you 
here,  Governor  Dean.  I  especially  welcome  my  friend,  Governor 
Campbell,  back  to  this  committee. 

The  least  understood  approach  on  the  whole  entire  health  pro- 
gram is  in  the  area  of  these  alliances,  and  it  is  the  biggest  part  of 
all;  80  to  90  percent  of  the  people  are  going  to  be  covered  by  these 
alliances — in  my  State,  maybe  90  percent.  But  I  think  less  is 
known  about  how  the  alliances  will  work. 

Have  either  of  you  Governors  been  given  a  schematic  plan  about 
how  the  alliances  will  work  and  how  you  should  set  it  up?  Has  the 
administration  or  the  HHS  given  you  an  outline  of  how  it  should 
work,  other  than  use  your  discretion? 

Governor  Dean.  Do  you  want  to  go  ahead? 

Governor  Campbell.  Go  ahead.  I  will  pick  up  after  you. 

Governor  Dean.  There  have  been  a  lot  of  discussions  about  how 
it  would  work.  We  have  drafted  our  own  plan  for  this  because  we 
believe 

Mr.  Pickle.  Have  you  drafted  a  plan  for  your  State? 

Governor  Dean.  Yes. 

Mr.  Pickle.  Have  you,  Governor  Campbell,  a  plan  for  your 
State? 

Governor  Campbell.  No,  sir. 

Mr.  Pickle.  You  have  not.  Well,  has  the  Governors'  conference 
adopted  a  plan  other  than  the  options 

Governor  Dean.  No,  because  the  strength  of  this  bill  is,  we  each 
get  to  design  our  own  alliance  within  what  the  Federal  Govern- 
ment allows  and  that  will  insure  everybody  in  the  State  by  1995. 
We  have  to  have  ours  up  by  then. 

Mr.  Pickle.  I  like  the  idea  that  the  Governors  should  have  their 
discretion,  but  I  have  listened  this  morning  and  we  have  50  States 
and  we  have  50  questions.  I  don't  think  anybody  knows  how  the 
alliances  would  work.  I  have  asked  that  question  for  several 
months,  and  if  States  can  set  up  their  own  alliances,  and  I  think 
that  is  good  in  principle,  but  we  will  reach  a  point  very  soon  that 
somebody  has  to  come  up  to  talk;  somebody  has  to  say,  this  is  the 
plan  and  this  is  how  it  works. 

If  I  was  to  make  any  overall  appraisal  of  the  plan  advanced  by 
the  administration  and  working  with  the  States,  it  is  that  people 
do  not  know  how  it  will  work.  It  is  very  confusing.  It  is  too  much 
for  too  many  people,  and  that  is  not  enough  to  say  that  is  the  an- 
swer, but  you  have  to  boil  it  down  to  how  are  we  going  to  make 
it  work.  So  it  seems  to  me  is  this  Congress  is  going  to  have  to  say 
to  the  States,  here  is  how  the  plan  should  work. 

I  hope  we  get  from  you,  as  an  organization,  how  you  would  want 
it  to  work,  the  points  you  want  in  there,  but  we  cannot  have  50 
States,  in  my  judgment,  having  50  different  plans  without  having 
chaos.  Because  everybody  has  to  be  treated,  and  each  one  of  these 
questions  this  morning  is  just  another  indication.  I  would  think  it 
is  desirable  to  have  you  States  say  you  are  going  to  have  discretion; 
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but  does  that  mean  you,  Governor  Campbell — are  going  to  set  up 
your  operation  in  your  State? 

I  have  a  feeling  your  legislature  is  going  to  say  we  are  not  going 
to  agree  to  that.  I  think  it  is  safe  to  say  the  same  about  my  Gov- 
ernor or  any  Governor.  I  think  you  will  have  a  locked-horn  contest 
within  the  State.  And  sometimes  I  ask  myself,  how  can  you  work 
these  alliances  without  politics  almost  eating  us  up  and  how  can 
you  make  it  much  simpler? 

Governor  Campbell.  Depending  on  what  we  are  talking  about  in 
an  alliance — and  we  don't  know  except  what  they  tell  us — if  we  are 
talking  about  an  alliance  that  is  a  purchasing  cooperative,  that  is 
one  thing.  If  you  are  talking  about  an  alliance  that  is  in  this  bill, 
which  has  the  right  to  limit  the  number  of  people  that  can  go  in 
a  fee-for-service  plan  and  do  this  and  do  that  with  additional  pow- 
ers, you  are  talking  about  another  animal. 

The  question  is,  at  that  point,  what  are  we  really  talking  about? 

Mr.  Pickle.  I  think  the  administration  envisions  it  as  a  great 
purchasing  entity,  purchasing  power.  And  that  is  desirable,  but 
these  other  questions  have  to  be  settled,  and  this  Congress  has  to 
say  this  is  how  the  plan  should  work,  working  with  the  administra- 
tion. And  we  have  to  say  to  you,  you  have  to  have  basic  Federal 
standards,  still  allowing  leeway  in  a  State  as  we  do  with  the  unem- 
ployment insurance  program;  but  we  have  to  set  up  a  plan,  and  we 
have  to  get  information  out. 

Now,  this  is  late  in  my  judgment,  a  late  hour,  and  I  think  it  has 
been  desirable  for  us  in  the  last  6  to  8  months  to  be  able  to  talk 
and  visualize,  but  then  time  is  going  to  run  out  right  quick,  so 
somebody  has  got  to  come  forward  with  something  specific. 

Governor  Campbell.  And  the  private  sector  is  way  ahead  of  us. 
And  if  the  government  goes  ahead  and  sets  it  up  with  the  powers, 
we  have  another  animal  out  there,  because  there  are  already  alli- 
ances out  there  that  are  purchasing.  We  have  them.  We  have  them 
in  our  States. 

So  that  is  the  question:  What  we  are  going  to  have  with  the  gov- 
ernment running  it? 

Mr.  Pickle.  I  don't  disagree  with  you,  but  with  leadership  comes 
responsibilities.  We  have  to  make  the  decisions,  and  I  think  we 
have  to  cut  down  all  these  nice  talks  and  these  plans  and  say,  this 
is  the  plan;  and  I  think  that  will  be  between  this  Congress  and 
working  with  the  Governor's  office,  and  I  hope  we  can  start  getting 
together  on  it  so  we  can  make  some  decision  on  it. 

So  far,  I  think  we  have  just  kind  of  talked  about  it  and  had  a 
nice  debate,  but  no  action. 

Governor  Campbell.  I  would  hope  any  system,  Mr.  Pickle,  that 
we  have  preserves  the  right  of  a  person  to  choose  the  type  of  plan 
they  want  to  go  in  and  does  not  limit  that  choice,  if  they  offer  an 
HMO,  PPO  or  fee-for-service  in  that,  that  they  at  least  have  a  right 
to  choose  based  on  cost,  and  let  economics  control  it. 

Chairman  Rostenkowski.  Governor,  do  you  think  50  States  are 
going  to  agree  to  this? 

Governor  Campbell.  Are  what? 

Chairman  Rostenkowski.  Do  you  think  50  States  will  agree  to 
this?  I  guess  the  action  on  the  part  of  the  administration's  legisla- 
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tion  is  that  if  a  State  does  not  agree  to  the  alliance,  then  the  ad- 
ministration moves  in  and  imposes  it. 

Governor  Dean.  Yes. 

Chairman  ROSTENKOWSKI.  I  just  wondered  whether  you  2  gentle- 
men would  agree  that  almost  all  50  States  would  agree  to  this  and 
there  are  only  a  couple  that  will  not. 

Governor  Campbell.  I  don't  think  all  50  States,  and  I  don't  think 
the  country  should  impose  some  of  the  things  they  are  asking  to 
impose.  I  think  if  we  can  get  together  on  the  purchasing  coopera- 
tives and  create  these  options  so  that  people  can  choose  within 
that,  yes,  we  could  probably  do  that. 

Chairman  Rostenkowski.  Governor  Dean. 

Governor  Dean.  I  think  that  all  the  States  may  not  agree,  but 
I  am  with  Mr.  Pickle,  there  have  to  be  some  Federal  standards, 
and  you  have  to  make  sure  that  there  is  a  way  of  causing  all  the 
States  to  do  that.  But  we  do  need  some  flexibility  inside  the  States 
on  how  to  make  these  things  work  because  we  are  not  all  the  same. 

Chairman  Rostenkowski.  Mr.  Crane. 

Mr.  Crane.  Thank  you,  Mr.  Chairman,  and  I  welcome  Dr.  Dean 
and  also  our  former  colleague  on  this  committee,  Governor  Camp- 
bell, before  our  committee  today. 

To  follow  up  on  what  Congressman  Pickle  was  addressing,  how 
are  those  alliances  going  to  be  put  together  in  your  understanding? 
Who  will  specifically  be  members  of  the  alliance  to  make  these 
budgeting  decisions? 

Governor  Campbell.  The  States,  under  the  original  discussions 
and  under  the  way  we  are,  would  have  a  choice  of  what  we  would 
do  in  an  alliance.  They  would  be  limited  by  size  under  the  bill  as 
to  how  many  the  minimum  size  could  be;  they  would  be  limited  in 
the  splitting  of  a  metropolitan  statistical  area,  which  gives  us  a 
problem  because  sometimes  we  have  to  pull  rural  and  metropolitan 
areas  together  if  you  are  to  have  any  type  of  purchasing  coopera- 
tive. 

They  are  limited  by  the  proposal  that  they  have  presented  to  us, 
on  being  able  to  cross  the  State  lines,  which  we  might  have  to  do 
in  some  areas,  and  we  already  do  for  services  by  contract  because 
there  is  maybe  a  tertiary  care  hospital  across  from  an  area  you 
need  to  access. 

So  all  of  these  things  that  they  have  prescribed  already  in  the 
legislation,  we  would  have  to  address.  They  have  said  we  would 
have  one  fee-for-service  plan,  and  alliances  would  offer  other  plans. 
They  have  the  power  to  limit  the  number  of  people  that  could  be 
in  the  fee-for-service  plan  within  the  alliance. 

So  these  things  are  in  the  proposed  law.  And  if  I  took  that,  I 
would  say  that  was  essentially  how  they  envision  it. 

That  may  not  be  necessarily  what  will  fit  in  Vermont  or  South 
Carolina  exactly,  but  those  are  the  things  in  the  proposed  bill  now. 

Mr.  Crane.  Would  these  members  of  the  alliance  have  the  exclu- 
sive authority  to  budget  on  an  annual  basis  for  the  entire  State  or 
the  jurisdiction  involved? 

Governor  Campbell.  Each  alliance  would  have  a  budget  for  their 
area  and  they  would  then,  of  course,  be  encouraged  to  keep  their 
costs  down.  They  would  try  to  "manage  it,"  and  therefore  they 


53 

could  limit  people  going  in  one  plan  or  another,  depending  on  price, 
and  that  gives  them  some  control  over  it. 

There  is  another  side  to  this  and  that  is,  these  powers  are  also 
possibly  duplicated  by  this  proposed  National  Health  Board,  in  that 
they  too  can  tell  what  can  be  done  down  to  the  alliances,  what  has 
to  be  done.  Including,  if  a  State  is  perceived  not  to  make  the  nec- 
essary effort,  and  the  Board  notifies  the  Secretary  of  HHS  that 
they  are  not,  they  can  ask  the  Secretary  of  the  Treasury  to  then 
impose  a  tax  on  trie  businesses  of  a  State  until  they  come  up  to  it. 

So  these  are  more  than  purchasing  cooperatives,  is  what  I  am 
really  trying  to  say. 

Mr.  Crane.  One  of  the  concerns  I  have — and  we  had  Secretary 
Shalala  before  our  committee,  and  unfortunately,  she  was  not  pre- 
pared at  the  time  to  answer  that  question;  but  my  understanding 
is  that  those  alliances  will  be  empowered  to  borrow  if  there  is 
shortfall,  or  impose  a  tax. 

Governor  Campbell.  They  are  empowered  to  borrow  and  they — 
at  this  time,  we  are  not  clear  on  whether  they  have  a  tax  power. 
I  have  not  seen  that  in  what  they  have  written,  but  there  is  a  tax 
power  that  can  go  up  to  the  Secretary  of  the  Treasury  who  can 
then  order  it  on  the  people  in  a  particular  State. 

Is  that  right? 

Governor  Dean.  Yes. 

Mr.  Crane.  Well,  wait,  let  me  get  that  clear.  In  the  event  there 
was  a  shortfall,  then  the  authority  would  come  back  to  this  town, 
and  we  would  have  the  ability  to  target  a  specific  tax  at  a  des- 
ignated alliance,  whether  it  is  a  State  or 

Governor  Dean.  That  is  the  cost  control  mechanism  in  the  plan. 

Mr.  Crane.  But  that  authority  would  reside  here? 

Governor  Dean.  If  they  exceed  their  budget,  one  of  the  possible 
ways  of  controlling  that  is  to  take  the  money  they  have  exceeded 
by — to  not  let  them  have  that  expenditure  authority. 

Mr.  Crane.  And  if  they  are  denied  the  expenditure,  what  is  the 
consequence  in  terms  of  provision  of  service  at  the  level  of  the  pro- 
vider? 

Governor  Dean.  We  talked  about  that  earlier.  They  presumably 
would  not.  They  could  be  denied  the  expenditure;  and  I  think  that 
is  fine  under  a  capitated  system.  They  have  to  go  into  their  re- 
serves to  get  that,  if  it  is  a  provider  group;  if  it  is  the  alliance  as 
a  whole,  you  cannot  really — you  would  have  to  break  that  up  into 
its  parts  and  look  at  where  the  expenditure  is  coming  from. 

And  then,  as  Governor  Campbell  said,  the  proposal  is  to  tax 
those  individuals — I  mean  that  individual  provider  group,  and 
make  up  the  money  in  that  way. 

Mr.  Crane.  You  do  not  envision  any  possibility  of  a  rationing  of 
services? 

Governor  Dean.  Yes,  sir.  There  is  rationing  of  services  today 
based  on  the  ability  to  pay.  I  would  presume  there  would  be  always 
some  sort  of  rationing  no  matter  what  happens  in  any  national 
health  care  system  and  including  the  system  we  have  today. 

Governor  Campbell.  They  specifically  have  a  right  to  limit  the 
number  of  people  that  go  to  fee-for-service  in  the  alliance  and  other 
things,  and  therefore  that  gives  them  the  tool  to  ration,  no  question 
about  that.  These  give  me  a  great  deal  of  concern. 
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Mr.  Crane.  Thank  you  very  much. 

Chairman  Rostenkowski.  I  recognize  that  you  two  gentlemen 
have  constraints  on  your  time  because  you  want  to  catch  an  air- 
plane; however,  I  will  ask  Mr.  Thomas  and  Mr.  Stark,  who  are  the 
Health  Subcommittee  ranking  member  and  chairman — I  will  give 
each  2  minutes,  and  then  you  two  gentlemen  can  be  excused. 

Mr.  Thomas. 

Mr.  Thomas.  Thank  you  very  much,  and  thank  you  once  again 
for  coming. 

One  of  the  problems  I  have  heard  outlined  by  members  here  in 
terms  of  the  Clinton  plan — and  we  are  looking  for  ways  to  fix  it — 
you  talked  about  my  colleague  from  Washington  was  concerned 
with  splitting  metropolitan  statistical  areas.  My  concern  is  that  the 
Clinton  plan  does  that  by  the  requirement  of  State  alliances.  We 
need  flexibility  in  that  area. 

The  employer  mandate,  although  you  see  it  as  a  positive,  with 
the  80  percent  required,  in  the  article  that  my  colleague  from 
Michigan  referred  to,  it  says  that  according  to  the  Employee  Bene- 
fit Research  Institute's  analysis  42  percent  of  the  2.2  million  addi- 
tional people  without  insurance  came  from  small  business. 

You  are  going  to  have  an  effect  on  the  lower  end  of  the  employ- 
ment level  if  you  mandate  the  employer  structure.  It  is  a  nice  vehi- 
cle, but  I  don  t  know  about  the  mandating. 

Governor  Campbell,  I  would  very  much  like  your  ideas  on  deal- 
ing with  reducing  the  uninsured  in  a  realistic  way,  prior  to  saying 
that  that  is  the  driver  that  we  should  fundamentally  change  your 
structure  to  deal  with  those  people.  I  think  the  actual  number  that 
we  would  be  forced  to  deal  with,  if  we  are  realistic  in  transition 
and  with  young  people,  would  be  far  smaller  and  therefore  not 
nearly  as  sufficient  a  driver  to  make  some  of  the  changes  that  some 
people  are  suggesting. 

And  finally  I  would  ask  both  of  you,  if  you  would,  please  take  a 
look  at  the  newly  introduced  H.R.  3704,  Senator  Chafee's  and  my 
bill,  which  deals  with  insurance  industry  changes,  but  has  vol- 
untary health  cooperatives.  It  uses  the  Tax  Code  instead  of  creat- 
ing a  whole  bunch  of  new  bureaucracies  in  the  Department  of 
Labor.  And  it  has  Federal  standards  dealing  with  those  areas  you 
are  focusing  on. 

And  I  would  very  much  like  to  see  your  reaction  to  it  because  it 
deals  with  the  problem  of  split  metropolitan  statistical  areas,  the 
employer  mandate,  and  the  question  of  the  uninsured  in  terms  of 
a  transition. 

It  also  does  not  allow  you  to  move  forward  until  you  have  actu- 
ally made  the  cost  savings,  which  is  one  of  the  biggest  concerns  I 
have. 

Thank  you  very  much  for  continuing  to  represent  the  Governors 
generally,  but  we  need  your  specific  concerns  because  you  folks  are 
on  the  front  line  and  we  appreciate  your  time. 

Chairman  Rostenkowski.  Mr.  Stark. 

Mr.  Stark.  Thank  you,  Mr.  Chairman,  and  I  want  to  repeat  my 
thanks  to  you  for  being  here. 

I  have  two  issues,  one  that  covers  the  broad  spectrum;  and  I  will 
try  to  get  them  both  out,  and  you  can  comment,  if  you  will. 
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I  think  it  is  the  Governors'  position  they  want  some  kind  of  mal- 
practice reform.  It  has  also  been  my  position  that  that  is  90  percent 
your  arena.  You  write  the  tort  law,  we  do  not;  you  regulate  law- 
yers, we  do  not;  you  regulate  doctors  and  license  them,  we  do  not. 

It  is  a  State  problem.  California  has  done  it.  California  has  tort 
reform,  malpractice  reform  that  I  think  is  about  as  strenuous  as 
you  will  get  to  pass  out  of  Congress;  maybe  it  is  tougher  than  Con- 
gress would  be  able  to  pass. 

So  one  of  the  questions,  why  don't  you  guys  go  ahead  and  pass 
tort  reform?  I  s  aspect  you  cannot  and  you  are  tossing  the  ball  to 
us,  which  is  acceptable,  but  then  we  will  get  battled  on  it.  And  if 
you  want  the  tort  reform,  why  don't  you  write  it  for  us  in  the  way 
you  would  agree?  Because  we  will  never  pass  it  here  if  we  have  dif- 
ferent States  fighting  with  us. 

So  that  is  one  issue. 

The  second  is  this  issue  of  HMOs.  It  applies  to  many  States,  but 
Carroll,  I  will  use  yours  as  an  example.  You  have  four  HMOs  in 
the  entire  State  of  South  Carolina,  and  3  percent  of  your  people  in 
it.  Now,  my  State  has  probably  70  percent  of  their  people  in  these 
types  of  managed  care  operations,  and  it  is  not  a  problem. 

The  President's  bill  is  saying  we  put  all  low-income  people  in  an 
HMO.  You  have  13  percent  of  your  State  on  Medicaid.  That  means 
you  have  to  come  up  with  12  new  HMOs  in  short  order,  and  I  will 
bet  you,  like  other  States,  do  not  have  any  laws  regulating  them. 
You  have  a  couple  of  people  in  your  corporate  department,  you 
have  four  people  in  your  insurance  department,  and  no  definitive 
laws  on  how  we  regulate  them. 

And  our  experience  has  been — in  Florida,  they  stole  $30  million 
from  the  government  because  we  pushed  too  many  HMOs  on  sen- 
iors; in  California,  where  we  have  a  big  operation  trying  to  control 
it,  they  stole  $12  million.  They  have  to  grow. 

We  have  found  no  way  to  force  feed  HMOs.  How  are  you  guys 
going  to  deal  with  that?  Or  would  you  prefer  we  did  not  insist  that 
every  person  be  in  managed  care? 

Governor  Campbell.  We  have  four — we  have  had  terribly  bad  ex- 
periences of  some  going  out  of  business,  and  we  have  some  pretty 
good  regulation  now. 

Mr.  Stark.  I  would  love  to  see  copies. 

Governor  Campbell.  We  have  a  large  PPO,  too,  which  I  think 
works  better  than  the  direct  HMO  in  many  instances.  And  I  think 
that  the  marketplace,  as  I  see  it  now,  with  the  existing  hospitals 
and  physicians  that  are  forming  their  own  networks  of  delivery,  are 
beginning  to  move  in. 

I  have  several  networks  around  cities  that  are  primary  care  all 
the  way  up  through  the  tertiary. 

Mr.  Stark.  I  worry  about  what  if  they  won't  bid  on  your  poorest, 
sickest  hospitals. 

Governor  Dean.  They  have  to. 

Governor  Campbell.  They  have  to. 

Dr.  Dean.  They  have  no  choice. 

Mr.  Stark.  They  don't  all  have  to.  They  can  get  out  if  they  are 
full.  They  don't,  and  that  is  the  problem. 

They  can  suggest  to  you,  they  are  full  and  they  don't  have  to  bid. 
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Chairman  Rostenkowski.  I  want  to  thank  you  gentlemen  for 
joining  us.  There  is  no  question  in  my  mind  that  we  will  be  seeing 
more  of  you  and  you  will  be  looking  to  discuss  with  us  some  of  the 
plans  we  have  for  the  future  with  respect  to  health  reform. 

I  do,  however,  think  it  will  be  important  that  we  write  this  legis- 
lation correctly.  I  mean,  I  am  not  as  interested  in  getting  it  done 
and  making  a  lot  of  mistakes  as  I  am  in  writing  it  correctly.  I  don't 
know  that  I  have  ever  said  I  am  going  to  be  bound  by  any  particu- 
lar schedule. 

You  know  as  well  as  we  do  that  the  minute  you  start  saying  we 
will  have  it  done  by  Easter,  Easter  comes  and  goes  and  the  legisla- 
tion gets  lost.  But  the  fact  we  did  not  meet  the  schedule  is  the  big 
issue  all  the  media  will  write  about. 

I  think  Mr.  Stark  has  provided  a  pretty  good  discussion  to  you 
about  tort  reform.  You  do  not  have  to  take  the  blame  for  it;  we  will 
be  glad  to,  just  give  us  good  law. 

Thank  you  very  much. 

Governor  Campbell.  Thank  you. 

Governor  Dean.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Bosworth,  Mr.  Steuerle,  Mr. 
Reinhardt.  Welcome,  gentlemen,  to  the  committee.  I  am  sure  you 
all  know  the  rules.  You  have  worked  with  us  in  the  past,  and  we 
are  looking  forward  to  your  contribution. 

Mr.  Bosworth,  as  you  introduce  yourself,  if  you  would,  for  the 
record,  identify  the  group  that  you  are  with,  it  will  help  serve  our 
purpose.  Barry,  if  you  are  ready,  we  are  ready  to  take  your  testi- 
mony. 

STATEMENT  OF  BARRY  BOSWORTH,  PH.D.,  SENIOR  FELLOW, 
ECONOMIC  STUDffiS,  THE  BROOKINGS  INSTITUTION 

Mr.  Bosworth.  Thank  you,  Mr.  Chairman.  I  have  a  written 
statement  which  I  would  just  as  soon  submit  for  the  record. 

Chairman  Rostenkowski.  The  entire  statement  will  be  included 
for  the  record. 

Mr.  Bosworth.  My  name  is  Barry  Bosworth,  and  I  am  with  the 
Brookings  Institution  in  Washington,  and  also  I  think  the  commit- 
tee should  know,  in  terms  of  potential  conflict  of  interest,  that  I 
also  serve  on  the  board  of  directors  of  the  Blue  Cross/Blue  Shield 
plan  in  my  State. 

Today,  what  I  would  like  to  focus  on  is  to  think  about  the  health 
care  reform  basically  in  three  dimensions.  The  first  one,  it  seems 
to  me,  is  the  issue  of  universal  coverage;  the  second  one  is  reducing 
the  cost  to  the  system  as  a  whole  of  health  care;  and  the  third — 
which  I  think  has  gotten  less  attacks — but  is  a  very  high  priority, 
is  moving  toward  a  system  of  community  rating,  where  everybody 
will  pay  the  same  insurance  rates  regardless  of  health  conditions. 

And  what  I  would  like  to  do  is  talk  about  some  of  the  economic 
problems  and  issues  associated  with  those  three.  A  little  bit  of 
focus  on  the  Clinton  plan,  but  I  think  the  problems  are  generic  to 
all. 

The  first  point  I  would  make  is  that  the  achievement  of  universal 
coverage  from  an  economic  point  of  view  is  technically  easy  to  do. 
It  is  also  surprisingly  inexpensive  for  the  system  as  a  whole.  And 
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third,  it  will  have  relatively  small  effects  on  anything  like  aggre- 
gate employment. 

It  will,  however,  have  substantial  distributional  effects  on  the 
economy,  with  some  industries  gaining  and  some  industries  losing, 
which  is  an  issue  I  will  return  to  on  the  subject  of  community  rat- 
ing, which  raises  that  even  more  dramatically. 

I  think  the  contentious  issue  with  respect  to  universal  coverage 
is  who  is  going  to  pay  for  it.  The  second  maior  point  I  would  like 
to  make  is  that  I  think  the  administration  is  being  extremely  unre- 
alistic when  it  comes  to  the  issue  of  cost  for  this  system,  and  that 
the  costs  are  significantly — run  the  risk  of  being  significantly  high- 
er; and  third,  that  community  rating,  as  it  is  usually  proposed,  is 
a  highly  desirable  social  objective,  but  from  an  economic  point  of 
view,  amazingly  difficult  to  do  in  a  competitive  market,  and  to  stop 
people  from  cream-skimming  will  be  extremely  difficult. 

On  universal  coverage,  the  reason  it  will  be  relatively  inexpen- 
sive is  that  while  there  is  about  14  percent  of  the  population  that 
is  now  not  insured,  that  does  not  mean  they  do  not  have  health 
care,  and  if  you  assume  that  they  have  been  getting  health  care  of 
about  half  that  of  the  insured,  the  national  cost  of  expanded  cov- 
erage would  be  in  the  range  of  about  5  to  8  percent  of  the  health 
care  bill.  You  can  compare  that  with  increases  in  health  care  costs 
in  a  single  year  have  exceeded  that  number. 

More  difficult,  however,  is  that  almost  all  of  the  uninsured  are 
among  the  category  of  workers — because  it  turns  out  in  this  coun- 
try, peculiarly,  if  you  do  not  work,  you  get  health  insurance.  If  you 
do  work,  you  have  difficulty  getting  health  insurance  or  you  are  ex- 
pected to  pay  for  it  yourself.  So  for  the  category  of  workers,  the  in- 
crease in  health  care  to  cover  the  uninsured  is  closer  to  about  25 
percent  of  the  work  force  and  that  makes  it  bigger. 

The  biggest  issue  associated  with  the  uninsured  being  given  in- 
surance is  the  distributional  effects  between  large  and  small  firms. 
From  my  own  perspective,  I  think  that  expansion  of  universal  cov- 
erage is  highly  desirable  in  this  regard  because  it  will  create  a  level 
playing  field  for  business  firms  to  compete.  At  present,  many  small 
business  firms  prosper  precisely  because  they  search  out  those 
workers  who  do  not  care  about  health  insurance  or  go  find  those 
workers  whose  spouse  is  covered  by  a  large  employer. 

That  sort  of  cross-subsidy  from  large  firms  to  small  firms,  while 
popular  with  small  business,  has  created  a  great  deal  of  problems 
in  U.S.  labor  markets  that  are  not  desirable.  So  I  think  from  an 
economic  point  of  view,  leveling  the  playing  field  ought  to  be  a 
major  objective  in  treating  all  employers  equally.  That  is  something 
that  would  be  accomplished  by  universal  coverage. 

The  second  issue  with  respect  to  cost  control  and  the  administra- 
tion's cost  estimates  I  think  has  been  misunderstood  many  times 
in  the  public  discussion.  First,  the  administration  has  assumed 
some  global  budget  limits  to  which  overall  health  care  costs  will  be 
held.  If  those  costs  in  the  aggregate  can  be  held  to  those  targets, 
I  think  the  administration  cost  estimates  are  quite  good,  and  most 
of  the  outside  studies  show  departures  from  their  estimates  of  the 
costs  to  be  relatively  small.  There  is  not  a  big  disagreement,  and 
in  that  sense,  the  administration  cost  estimates  are  fair. 
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The  real  issue  is  that  the  administration  is  claiming  that  we  can 
reduce  the  global  national  expenditures  on  health  care  dramatically 
in  a  very  short  period  of  time.  For  example,  per  capita  health  care 
cost  in  the  United  States,  adjusted  for  general  inflation,  been  going 
up  at  4.5  to  5  percent  for  the  last  decade — last  two  decades,  the 
last  three  decades.  It  has  a  long-term  common  trend. 

All  of  a  sudden,  in  less  than  3  years,  we  are  going  to  reduce  that 
growth  rate  to  zero,  and  then  we  are  going  to  nold  it  to  about  1.5 
percent  per  year.  That  is  very  important  for  the  plan  because  that 
assumption,  by  the  year  2000,  the  fifth  year  of  the  plan,  is  already 
generating  savings  of  $200  billion  a  year.  The  part  to  the  govern- 
ment is  used  to  pay  for  the  subsidies;  the  part  to  the  private  em- 
ployers is  used  to  cover  the  cost  to  business  as  a  whole  of  expand- 
ing coverage  of  the  uninsured. 

But  more  important,  as  well,  is  to  look  at,  if  it  cannot  be 
achieved,  who  is  at  risk  for  paying  the  extra  cost?  And  in  this  re- 
gard I  think  one  of  the  most  dangerous  features  of  the  plan  is,  it 
is  government  that  is  at  risk. 

Health  care  is  already  a  problem  for  the  budget  because  the  pub- 
lic portion  of  health  care  cost,  like  the  global  total,  rises  after  ad- 
justing for  inflation  about  5  percent  a  year.  But  because  national 
income  is  only  going  up  about  1.5  to  2  percent  a  year,  just  to  fi- 
nance the  current  system,  the  Congress  always  has  this  problem 
that  every  year  you  have  to  raise  taxes  just  to  stand  still;  and  in 
fact,  the  unwillingness  to  do  that  is  precisely  why  the  United 
States  has  a  budget  deficit  at  the  present  time.  If  health  care  had 
not  increased  in  the  public  sector  as  a  share  of  national  income,  the 
United  States  would  effectively  have  a  balanced  budget  today;  and 
that  creates  a  big  political  problem. 

But  in  the  new  plan,  it  turns  out  because  the  private  sector  has 
caps  on  their  outlays,  any  increase  in  spending  above  the  target 
disproportionately  ends  up  accruing  to  government. 

In  the  past,  government  health  care  costs  have  gone  up  about  1 
percent,  if  the  total  system  cost  has  gone  up  1  percent.  On  the  esti- 
mates we  have  made,  roughly  speaking,  it  appears  that  public 
health  care  costs  go  up  1.5  to  2  percent  for  every  1  percent  increase 
in  national  cost  over  and  above  the  administration's  targets.  I, 
frankly,  do  not  believe  there  is  anything  in  the  plan  that  would 
make  those  cost  control  targets  reasonable  to  achieve  as  soon  as 
the  administration  hopes  to  achieve  it. 

The  third  issue  that  I  would  like  to  discuss  briefly  is  that  of  com- 
munity rating.  Community  rating  means  that  all  Americans  would 
pay  exactly  the  same  cost  for  their  health  insurance  regardless  of 
the  expected  cost  of  their  own  health  care  and  regardless  of  pre- 
existing conditions.  That  seems  to  me  to  have  enormous  social  ap- 
peal, because  basically  health  care  on  a  first  approximation  is  be- 
yond a  person's  control.  And  just  because  it  turns  out  that  some- 
body has  a  preexisting  condition,  I  don't  think  is  a  reason  to  deny 
them  insurance. 

But  you  also  have  to  understand  that  the  United  States  pres- 
ently does  not  Use  anything  approaching  community  rating  any 
more.  Community  rating  disappeared  about  30  years  ago  when 
competition  came  into  the  health  insurance  industry  to  compete 
with  Blue  Cross/Blue  Shield  plans.  Once  that  happened,  insurance 
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companies  spent  all  their  time  trying  to  find  those  people  who  have 
good  health  and  insure  them. 

It  is  not  just  health  insurance  companies.  Individuals  do  exactly 
the  same  thing.  You  only  want  to  be  a  member  of  a  group  that  is 
in  good  health;  and  people  spend  a  great  deal  of  time  and  effort 
predicting  their  own  health  care  expenditures  and  switching  from 
one  plan  to  another,  depending  on  those  expectations.  We  know 
that  is  true  with  respect  to  people  going  into  HMOs  and  out  of 
HMOs.  We  know  that  that  is  true  with  respect  to  the  Federal  em- 
ployee plan  when  people  choose  between  low  option  and  high  op- 
tion. 

So  people  do  it,  too;  they  just  get  mad  at  insurance  companies 
when  they  do  it.  And  when  you  go  to  a  system  of  capitated  health 
care,  you  are  going  to  then  find  providers  do  it.  And  there  are  so 
many  subtle  ways  to  do  this.  For  example,  I  am  going  to  put — if 
I  was  a  doctor — my  office  on  the  third  floor  of  a  walkup  so  these 
people  with  bad  heart  conditions  don't  come  to  see  me.  I  will  simply 
be  unfriendly  and  rude  to  patients  whom  I  expect  to  be  high  cost, 
and  drive  them  away  to  another  plan. 

I  think  these  are  enormous  difficulties  to  try  to  deal  with,  and 
at  the  end  of  this  testimony,  just  to  illustrate,  we  obtained  data 
from  the  U.S.  national  income  account  of  employer  expenditures  on 
health  by  industry  in  the  United  States,  and  the  differences  in  em- 
ployer costs  per  full-time  employee  are  absolutely  striking. 

It  turns  out  they  vary — for  example,  in  the  coal  industry,  the  av- 
erage employer  cost  per  full-time  employee  in  1992  was  $10,000  per 
worker  to  provide  health  care.  In  retail  trade,  it  is  less  than  $1,000. 
In  service  sectors,  it  goes  down  to  a  couple  hundred  dollars. 

Part  of  the  reason  for  that  is,  of  course,  some  employers  do  not 
provide  insurance,  particularly  in  the  retail  sector.  But  even  when 
you  make  adjustments  for  that,  what  the  studies  find  is,  regardless 
of  the  structure  of  the  plan,  regardless  and  after  adjusting  for 
whether  or  not  they  have  insurance,  there  are  incredible  variations 
in  the  cost  of  a  health  care  plan,  depending  on  the  people  who  are 
in  it. 

To  check  some  of  this  out,  we  got  the  rating  factors  used  by  some 
insurance  companies  in  the  United  States  to  adjust  for  the  mem- 
bership composition  of  a  plan.  And  in  that  you  find  that  people,  for 
example  in  the  age  bracket  55  to  60,  pay  four  to  five  times  as  much 
in  expectant  health  care  cost  as  a  25-  to  30-year-old.  There  are  just 
enormous  differences  by  age. 

In  addition,  small  plans  pay  very  high  rates  because  you  have  to 
be  worried  about  adverse  selection,  that  the  only  reason  they  are 
coming  to  the  insurance  plan  is  they  know  they  have  a  sick  mem- 
ber. So  insurance  companies  engage  in  medical  underwriting  for 
small  plans  to  find  all  those  people  and  exclude  them,  and  that 
tends  to  drive  up  the  costs  of  people  who  want  to  have  them  cov- 
ered. 

We  also  know  that  there  are  many  occupations  with  enormous 
differences  in  the  rate  charged  for  the  occupation.  For  example,  gas 
station  attendants  basically  cannot  get  health  insurance  because  it 
is  a  rather  risky  business  to  be  in.  Your  chances  of  getting  shot  in 
this  country  are  quite  high. 
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In  addition,  male  hairdressers  are,  in  many  plans,  ineligible  for 
insurance  because  of  the  risk  that  people  associate  that  they  may 
be  in  a  population  that  has  a  high  probability  of  AIDS. 

When  you  think  about  the  range  of  these  differences,  it  is  abso- 
lutely naive  to  believe  that  people  will  not  try  to  discriminate  in 
who  is  in  these  plans.  Discrimination  pays.  And  we  have  learned 
over  and  over  again  that  if  discrimination  pays,  people  are  going 
to  do  it.  So  trying  to  design  a  system  of  community  rating  and  a 
competitive  system  is  extremely  difficult  to  do. 

The  administration  has  proposed  to  try  to  handle  this  problem  by 
what  is  called  risk-rating,  ex  post  going  in  and  looking  at  the  pa- 
tients that  a  provider  has,  adjusting  for  the  same  factors  I  listed, 
and  requiring  adjustments  in  the  fees  paid.  I  would  only  warn  this 
committee  that  no  such  risk  adjustment  system  presently  exists  in 
the  United  States,  and  many  of  the  studies  that  have  been  done 
suggest  that  it  cannot  be  done  with  any  degree  of  accuracy  that 
would  be  required.  So  community  rating,  though  desirable,  I  think 
is  economically  difficult  to  achieve. 

I  would  conclude  with  the  statement  that  I  think  far  too  much 
attention  has  been  devoted  to  the  issue  of  universal  coverage, 
which  is  doable  and  should  be  done,  and  too  much  concern  in  try- 
ing to  pay  for  that  has  been  devoted  to  the  concerns  of  small  busi- 
nessmen instead  of  poor  people. 

I  think  the  Congress  should  focus  its  financing  on  trying  to  assist 
low-income  people  in  getting  health  insurance,  but  I  do  not  under- 
stand why  the  cost  of  health  insurance  should  vary  depending  on 
what  employer  group  you  are  in;  and  that  costs  a  lot  of  money  in 
the  Clinton  plan  and  seems  to  me  is  purely  political,  with  no  eco- 
nomic justification. 

Second  point,  I  would  like  to  reiterate  that  the  design  of  this  spe- 
cific plan  raises  enormous  risk  to  the  government  budget  if  the  tar- 
fets  for  slowing  health  care  cost  cannot  be  met.  I  think  you  should 
e  concerned  about  who  bears  the  risk  of  a  system  if  it  fails  and 
how  do  you  spread  that  risk  over  different  groups. 

And  third,  a  great  deal  more  thought  will  have  to  go  into  the 
issue  of  how  to  design  community  rating  and  stop  providers  and  in- 
surance companies  and  individuals  from  cream-skimming  off  the 
top  and  dumping  the  truly  sick  people  in  society. 

Thank  you. 

[The  prepared  statement  and  attachments  follow:] 
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In  the  design  of  an  effective  health  care  program  there  are  three  critical  problems  that  any 
proposal  must  address.  They  are:  (1)  expanding  access  to  health  care  by  moving  toward  universal 
coverage,  (2)  containing  the  growth  in  health  care  costs,  and  (3)  adopting  a  system  of  community 
rating  in  which  individuals  would  pay  the  same  insurance  ra\e  regardless  of  pre-existing  conditions 
or  other  predictors  of  expected  health  care  costs.  In  the  debate  over  these  issues,  the  Clinton  plan  has 
been  controversial  because,  unlike  most  alternatives,  it  actually  attempts  to  achieve  significant 
progress  in  each  of  those  areas.  For  that  it  should  be  commended.  However,  the  Administration  is 
also  guilty  of  tying  to  sell  health  reform  on  the  basis  of  increased  benefits  and  less  costs.  That  cannot 
be  done  -■  at  least,  not  at  the  pace  they  propose  to  do  it. 

In  my  remarks  today,  I  would  like  to  emphasize  three  basic  points  that  are  drawn  from  some 
current  work  with  my  colleague  at  Brookings,  Henry  Aaron. 

The  achievement  of  universal  coverage  is  technically  easy;  and  surprisingly  inexpensive  from 
a  national  perspective.  The  issue  is  who  is  going  to  pay  for  it. 

The  Administration  is  unrealistic  in  suggesting  that  we  can  pay  for  reform  out  of  painless 
spending  cuts.  While  there  is  a  significant  element  of  waste  and  inefficiency,  government  is 
not  very  good  at  finding  and  eliminating  it;  and  it  will  not  be  achieved  by  the  simple 
imposition  of  global  budgets. 

Community-rating  is  a  highly  desirable  goal,  but  it  may  be  incompatible  with  competition 
among  health  plans  and  consumer  choice.  Known  methods  of  preventing  providers  from 
skimming  off  healthy  patients  and  dumping  the  sick  are  unlikely  to  be  effective. 

Meaningful  health  reform  will  result  in  very  large  redistributions  of  costs  among  industry 
groups.  While  the  aggregate  effects  on  employment,  output,  and  inflation  will  be  negligible, 
the  gains  and  losses  to  specific  industries  and  types  of  business  are  large. 

I  would  like  to  address  some  economic  aspects  of  each  of  the  three  goals  of  reform  in  greater 
detail.  Because  it  is  a  subject  of  a  later  panel,  I  am  not  going  to  address  the  issue  of  employment 
effects. 

Universal  Coverage 

There  are  three  alternative  means  of  achieving  universal  coverage:  employer  mandates  where 
employers  would  be  required  to  offer  health  insurance  for  their  employees  and  their  dependents, 
individual  mandates  in  which  the  responsibility  for  carrying  insurance  would  be  imposed  at  the  level 
of  individuals  and  families,  and  national  health  insurance  plans  financed  through  taxes.3  This  choice 
is  presently  made  much  more  confusing  by  a  perpetuation  of  a  myth  of  the  current  system:  employers 
pay  for  their  workers'  insurance.  Yet,  nearly  all  economists  would  strongly  argue  that  in  the  long  run 
the  dominant  portion  of  these  costs  are  passed  backward  onto  workers  in  the  form  of  lower  wages,  a 
small  amount  may  be  passed  forward  to  consumers  in  the  form  of  higher  prices,  but  almost  none  of 
the  costs  are  born  are  born  by  employers.  Arguments  can  be  made  in  favor  of  any  one  of  these  three 
financing  mechanisms;  but  the  present  choice  is  dominated  by  irrelevant  issues,  such  is  the  premium 
a  tax  or  not  a  tax. 

All  three  of  these  options  entail  administrative  problems.  Replacing  the  current  system  with 
government-sponsored  insurance  would  be  disruptive.  Assuring  that  subsidies,  as  envisioned  under 
the  employer  or  individual  mandate,  go  to  the  eligible  but  not  to  the  ineligible  is  always  a  costly 


'Barry  Bosworth  is  a  Senior  Fellow  in  Economics  at  the  Brookings  Institution.  The  views 
expressed  in  this  statement  do  not  necessarily  reflect  those  of  staff  members,  officers,  or 
trustees  of  the  Brookings  Institution. 

'The  Clinton  proposal  actually  links  all  three  approaches  to  universal  coverage:  an  employer 
mandate  for  most  households;  an  individual  mandate  for  most  non-elderly  households  with  no 
member  in  the  labor  force;  and  government-sponsored  acute  care  insurance  for  the  elderly  and 
disabled  (medicare)  and  government-sponsored  long-term  care  coverage  for  the  poor  (medicaid). 
Much  of  the  complexity  critics  have  found  in  the  Clinton  plan  flows  from  the  simple  fact  that  it 
employs  all  three  of  the  available  methods  of  achieving  universal  coverage  instead  of  relying  on 
one  or  even  two  of  them. 
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administrative  headache.  And  the  individual  and  employer  mandates  both  raise  difficult  enforcement 
problems.  However,  while  these  issues  are  vexing,  the  job  of  extending  coverage  is  doable,  as  other 
countries  have  demonstrated. 

It  is  also  relatively  inexpensive.  The  uninsured,  now  representing  approximately  14  percent 
of  the  population,  already  consume  significant  amounts  of  care,  financed  through  cross-subsidies 
collected  from  the  insured.  Furthermore,  the  uninsured  as  a  group  are  younger  than  the  rest  of  the 
population  and  therefore  are  likely  to  consume  less  care  per  person  than  the  insured.  On  the  other 
hand,  some  of  the  uninsured  and  under-insured  no  doubt  harbor  untreated  chronic  illnesses,  the 
treatment  of  which  might  boost  spending  for  a  time.  No  solid  estimates  are  available  of  how  much 
universal  coverage  will  boost  acute  care  spending.  If  approximations  that  place  the  per  capita  cost  of 
universal  coverage  at  no  more  than  half  of  average  per  capita  expenditures  on  the  insured  are  correct, 
a  one-time  increase  in  acute  care  spending  of  roughly  5  to  8  percent  would  result  from  universal 
coverage.  This  increase  can  be  compared  with  a  single  year's  growth  of  real  per  capita  health  spending 
in  recent  decades  of  5  percent. 

The  issue  of  who  should  pay,  however,  is  far  more  controversial.  Because  the  poor  and  the 
elderly  are  already  covered  by  government  programs,  workers  and  their  families  constitute  most  of  the 
uninsured.  An  employer  mandate  would  increase  the  number  of  insured  workers  in  the  private  sector 
by  about  25  percent.  Many  of  these  individuals  are  employed  in  small  firms  whose  owners  have 
strongly  resisted  such  a  mandate  without  provision  for  large  subsidy  payments  by  the  government. 
Thus,  the  costs  of  expanded  coverage  tend  to  be  pushed  into  the  public  sector.  Some  of  those  subsidies 
would  be  paid  for  workers  who  already  have  insurance,  further  raising  the  budget  costs.  The 
government  would  also  need  to  provide  subsidies  to  assure  coverage  for  those  who  are  not  employed. 
In  the  Clinton  plan  subsidies  to  employers  and  households  add  nearly  $90  billion  annually  to  the 
Federal  budget  by  the  end  of  the  decade. 

While  universal  coverage,  financed  through  an  employment  mandate,  will  have  little  effect  on 
total  employment,  it  may  alter  its  distribution  between  small  and  large  firms.  Small  business  does 
well  in  the  United  States,  in  part,  because  it  does  not  provide  health  care  or  pensions  to  the  same 
degree  as  large  firms.  Many  small  firms  obtain  a  competitive  advantage  by  seeking  out  those 
workers  with  a  low  preference  for  health  care  or  those  who  are  covered  through  a  spouse's 
employment.  It  is  more  difficult  for  large  firms  to  behave  similarly,  although  some  larger  firms  are 
trying  to  play  the  game  by  setting  up  separate  employment  units  or  expanding  the  use  of  temporary 
workers.  The  importance  of  the  phenomena  is  evident  in  the  growing  practice  of  out-sourcing  labor 
intensive  jobs  to  separate  establishments.  Universal  coverage  would  eliminate  this  competitive 
advantage  and  create  a  more  level  playing  field  among  employers  in  labor  markets,  as  well  as 
increasing  worker  mobility. 

A  universal  mandate  will  require  some  subsidies.  What  is  peculiar  about  the  current 
discussion  is  the  extent  to  which  it  focuses  on  subsidizing  small  employers  rather  than  low-income 
workers.  While  the  poor  should  be  assisted  in  the  provision  of  health  care  and  retirement  income,  it 
is  difficult  to  provide  an  economic  rationale  for  providing  a  subsidy  that  treats  workers  of  equivalent 
circumstances  differently  simply  on  the  basis  of  the  size  of  their  employment  unit.3  In  this  regard, 
the  Clinton  program  is  an  extreme  example  because  so  much  of  the  subsidy  payments  are  tied  to  the 
average  wage  of  the  firm,  rather  than  the  individual  worker.  It  did  this,  apparently,  to  minimis  the 
size  of  the  government  payment  and  because  of  pressures  from  small  business;  but,  the  formula  does 
create  a  perverse  incentive  for  firms  to  concentrate  low-wage  workers  in  separate  employment  unite 
as  a  way  of  maximizing  the  subsidy. 

Cost  Control 

The  Administration  proposal  has  generated  a  enormous  amount  of  debate  about  the 
reasonableness  of  its  cost  projections,  but  most  of  that  discussion  gets  confused  in  a  failure  to 
distinguish  between  two  issues.  First,  the  Administration  has  presented  cost  estimates  based  on  its 
prescribed  global  budgets.  That  is  basically  a  spreadsheet  analysis  and  the  small  differences  that  have 
emerged  to  date  basically  result  from  minor  differences  in  technical  assumptions.  I  assume  that  the 
Administration's  analysts  are  as  good  as  those  on  the  outside  and  would  not  quarrel  with  their 
estimates. 

The  second  issue  involves  the  reasonableness  of  the  global  budget  targets  on  which  the 
estimates  are  based.  Adjusted  for  general  inflation,  per  capita  health  care  spending  has  been  rising 
for  the  past  two  decades  at  a  steady  4.5  percent  rate.  The  Administration  plan  contemplates  reducing 
this  growth  rate  to  zero  within  three  years,  holding  it  flat  for  two  years,  and  then  allowing  an  increase 
of  about  1.5  percent  annually. 

This  is  an  incredibly  ambitious  --  perhaps  unbelievable  --  goal,  but  it  is  critical  to  the  Clinton  plan 
because  the  Administration  intends  to  use  those  savings  to  finance  the  subsidies  required  to  achieve 
universal  coverage  and  additional  benefits  promised  to  the  currently  insured.  There  are  savings  to 
the  government  that  emerge  through  reductions  in  Medicare  and  Medicaid  outlays,  and  savings  to 
employers  which  are  used  to  finance  a  large  share  of  the  program's  costs.  The  total  savings  amount 


Under  the  current  system,  small  groups  are  charged  higher  premiums  for  health 
insurance  or  subjected  to  medical  underwriting  because  of  concerns  about  adverse  selection. 
That  problem  is  dealt  with  in  the  Clinton  proposal,  as  it  should  be,  by  the  move  to  community 
rating. 
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to  about  $100  billion  in  the  third  year  of  the  program  and  $200  billion  in  the  fifth  year.  It  is  this  basic 
assumption  that  is  responsible  for  the  claim  that  expanded  health  care  is  a  free  lunch. 

The  Administration  has  proposed  to  control  growth  in  total  costs  through  tight  limits  on  the 
rate  of  increase  in  insurance  premiums.  However,  very  little  has  been  said  about  how  insurance 
companies  are  expected  to  allocate  payments  to  providers  so  as  to  stay  within  those  limits.  They  are 
specifically  prevented  from  cutting  elements  of  the  basic  insurance  package. 

The  Administration  proposed  to  encourage  the  growth  of  managed  care  plans;  but  recent 
studies  conclude  that  the  savings  are  limited  and  the  experience  of  those  states,  such  as  California, 
with  large  elements  of  managed  care  are  not  encouraging  that  this  is  any  panacea.  The  CBO  has 
estimated  the  savings  at  about  10  percent;  and,  while  that  is  the  current  direction  of  change  in  the 
industry,  it  will  take  many  years  to  move  a  large  portion  of  the  population  into  such  plans,  and  many 
citizens  will  resist  it. 

The  reasonableness  of  the  Administration's  projections  depends  upon  the  source  of  the  rapid 
cost  increases.  The  program  reflects  the  view  that  the  increases  are  due  to  increasing  waste  and 
inefficiencies  in  the  system,  including  unnecessary  treatments.  Thus,  costs  can  be  dramatically 
reduced  with  no  loss  of  medical  benefit. 

Alternative  explanations  emphasize  the  role  of  technological  advances  that  have  broadened  the 
menu  of  beneficial  medical  interventions.  Within  just  a  few  decades,  organ  transplants,  bypass 
surgery,  bone  marrow  transplants  and  other  major  medical  interventions  have  become  commonplace. 
Expensive  new  diagnostic  tests  such  as  magnetic  resonance  imaging,  have  become  commonplace 
because  they  are  non-invasive. 

There  are  elements  of  truth  in  both  of  these  explanations.  Compared  to  other  countries,  both 
prices  for  medical  services  and  the  utilization  of  medical  services  are  high  in  the  United  States.  Even 
if  the  Administration  were  correct  about  the  importance  of  waste,  however,  there  are  doubts  about  the 
ability  of  government  to  identify  and  eliminate  it  --  particularly  at  the  pace  they  assume. 

The  concentration  of  health  care  costs  in  very  expensive  interventions  affecting  a  relatively 
small  percent  of  the  population  and  the  pervasiveness  of  the  cost  increases  across  countries  are 
suggestive  that  the  increases  are  primarily  technology  driven,  rather  than  evidence  of  steadily 
increasing  waste.  Cost  savings  of  the  magnitude  envisioned  by  the  Administration  are  likely  to  be 
achieved  only  through  some  element  of  rationing  in  the  access  to  high-cost  interventions  --  an  outcome 
which  the  Administration  opposes.4 

The  feature  of  the  Administration's  plan  that  has  received  little  emphasis  is  the  sharp  increase 
the  proportion  of  the  financial  risk  born  by  government  if  the  goals  cannot  be  met.  A  very  large  share 
of  the  incremental  increase  in  costs  spills  over  into  the  public  sector,  and  that  proportion  increases 
over  time.  Health  care  is  already  a  problem  for  the  public  sector  because,  when  program  costs  exceed 
the  growth  in  income,  tax  rates  have  to  be  steadily  increased.6  Under  the  Administration  plan  the 
costs  to  the  private  sector  are  capped  in  many  areas.  For  example,  if  health  cost  increases  outpace 
the  growth  of  wages,  an  increasing  proportion  of  business  firms  would  be  subject  to  the  limitation  on 
their  payments  to  7.9  percent  of  payroll  -  less  for  small  business.  As  the  payer  of  last  resort,  the 
governments  cost's  would  rise  more  than  proportionate  to  the  increase  in  total  health  care.  These 
costs  would  undoubtedly  spill  over  into  an  increased  deficit  because  there  is  no  explicit  link  between 
health  expenditures  and  taxes. 

Community  Rating 

Over  the  past  several  decades  the  United  States  has  moved  far  away  from  a  system  in  which 
everyone  in  a  community  pays  the  same  rate  for  insurance,  regardless  of  their  health  condition,  to 
experience  rating  of  individuals  on  the  basis  of  their  expected  health  care  costs.  The  pooling  of  risk 
is  limited  to  individuals  within  a  given  insurance  plan.  The  result  of  this  system  is  that  large 
numbers  of  Americans  are  denied  insurance  because  of  preexisting  conditions,  workers  cannot  afford 
to  change  employers  if  a  member  of  their  family  has  a  serious  illness,  and  employers  are  beginning 
to  chose  employees  on  the  basis  of  their  expected  health  care  costs.  Many  Americans  object  to  such 
a  system  because  they  regard  major  elements  of  one's  health  condition  to  be  beyond  the  individual's 
control. 

It  is  important  to  understand,  however,  why  the  system  has  evolved  as  it  has.  The  premium 
paid  by  any  insurance  plan  is  based  on  the  average  health  costs  of  its  members.  The  plan  covers  its 
losses  on  those  with  above  average  health  expenses  with  the  gains  on  those  with  below  average  costs. 
Once  there  are  competing  plans,  individuals  will  spend  a  lot  of  time  trying  to  become  members  of 
health  plans  with  predominantly  healthy  members  and  trying  to  exclude  those  who  are  sick.  And  once 


*To  date,  a  further  factor,  the  aging  of  the  population,  has  pushed  up  health  care  costs  only 
slightly.  While  health  care  spending  does  vary  dramatically  among  age  groups,  there  has  been 
very  little  net  change  in  the  average  age  of  the  population.  This  pattern  will  continue  for  some 
time  into  the  future.  By  itself,  population  aging  will  push  up  acute  care  health  spending  at  most 
by  less  than  2  percent  of  gross  domestic  product  over  the  next  three  decades. 

'Per -capita  public  sector  payments  for  health  care,  adjusted  for  inflation,  even  under  the 
current  system,  are  projected  to  grow  about  one  third  faster  than  the  total,  or  nearly  four 
times  the  growth  of  incomes. 


64 


there  are  competing  insurance  companies,  they  will  spend  a  lot  of  money  trying  to  find  those  groups 
with  below  average  health  care  costs. 

Furthermore,  health  care  costs  differ  enormously  among  individuals  and  many  of  those 
differences  are  predictable.  Thus,  insurance  companies  engage  in  large  amounts  of  experience  rating 
designed  to  bring  premium  rates  into  line  with  expected  costs  for  each  group.  In  a  competitive  market 
cross-subsidies  from  low  to  high-cost  individuals  are  eliminated,  the  magnitude  of  the  cost  differences 
are  brought  out  by  studies  showing  that  a  tiny  minority  of  the  population  accounts  for  most  health 
care  costs.  One  percent  of  the  population  accounts  for  30  percent  of  all  outlays,  10  percent  for  70 
percent.  At  the  other  end  of  the  scale,  half  the  population  accounts  for  only  3  percent  of  costs.  If  you 
can  identify  those  people  and  exclude  them  from  your  plan,  you  will  have  dramatically  lower 
premiums. 

We  examined  some  typical  insurance  plan  rating  formulas  to  obtain  an  idea  of  the  predictable 
differences.  Premiums  rise  particularly  sharply  with  age.  The  premium  for  males  aged  45  to  49  is 
twice  that  of  20  to  29  year -olds,  and  more  than  four  times  higher  for  workers  aged  60  to  64.  The  age 
differences  for  women  are  muted,  particularly  if  maternity  benefits  are  included,  as  they  are  under 
most  plans  today  and  probably  would  be  under  all  plausible  national  plans.  Premiums  are 
substantially  higher  for  small  groups,  as  much  as  25  percent  more  for  groups  of  10  or  fewer  people, 
but  the  adjustment  for  size  is  negligible  for  groups  of  25  or  more.  Concerns  about  adverse  selection 
lead  many  insurance  companies  to  subject  new  small  groups  to  medical  underwriting  to  identify  pre- 
existing conditions  and  high  risk-individuals.  Significant  adjustments,  up  to  40  percent,  exist  across 
industry  and  occupational  groups,  and  others  are  effectively  excluded.  Many  insurance  companies  will 
not  sell  health  insurance  to  gas  station  attendants,  for  example.  Gas  station  attendants  face  a  high 
risk  of  injury  on  the  job  or  from  violence.  They  will  not  insure  male  hairdressers  because  many  are 
believed  to  be  gay  and  at  risk  of  AIDS.  There  are  also  very  large  geographical  differences.  At  the 
national  level  high-cost  areas  face  premiums  three  times  those  charged  low-cost  areas.  Even  for 
counties  within  one  state  rates  may  vary  as  much  as  40  percent. 

Because  these  characteristics  are  easily  identified  and  strongly  associated  with  health  care 
costs,  devising  effective  schemes  for  community  rating  within  a  system  of  competing  insurance 
companies  has  been  difficult.  Discrimination  pays.  It  is  naive  to  think  that,  if  given  the  chance, 
insurers  and  providers  will  forebear  from  seeking  low-cost  groups.  Nor  do  only  insurance  companies 
do  it.  There  is  substantial  evidence  that  individuals  incorporate  their  own  expectations  about  future 
health  care  needs  in  switching  between  high-  and  low-option  plans  and  between  HMOs  and  fee-for- 
service. 

A  central  goal  of  many  reform  proposals  is  to  end  differential  pricing  and  insurance  redlining 
and  provide  everyone  with  equal  financial  access  to  care.  However,  while  community  rating  is  a 
desirable  goal,  it  will  prove  surprisingly  difficult  to  implement  within  a  system  of  competing  insurance 
companies  or  health  providers.' 

The  Administration  proposes  do  control  for  the  problems  of  adverse  selection  by  subjecting 
providers  to  risk  rating  and  providing  reimbursement  on  the  basis  of  risk-adjusted  prospectively- 
established  premiums,  incorporating  many  of  the  features  currently  used  by  insurance  companies. 
However,  the  Congress  should  understand  that  no  system  of  sufficient  accuracy  to  selection  bias 
currently  exists,  and  many  experts  doubt  that  it  can  be  done.  Risk-rating  is  simply  too  inexact  to 
control  for  a  wide  range  of  subtle  means  of  discrimination.  Since  individuals  are  free  to  change  plans 
providers  will  face  competitive  pressures  to  be  unkind  to  the  acutely  ill  as  a  means  of  inducing  their 
migration  to  another  plan.  Once  providers  are  paid  on  a  capitation  basis  they  will  engage  in  the  same 
cream-skimming  practices  common  among  insurance  companies. 

The  distributional  issues  associated  with  the  move  to  universal  coverage  and  community  rating 
are  illustrated  in  Table  3.  Column  2  shows  the  health  insurance  expenditures  per  full-time-equivalent 
worker  (FTE)  at  the  level  of  two-digit  SIC  industries  in  1992.  Note  that  the  variation  are  extremely 
large  across  industries,  varying  from  $10,000  in  coal  mining  to  less  that  $1000  in  retailing  and  much 
of  the  service  sector.  The  numbers  in  column  2  vary  enormously  for  at  least  four  reasons. 

♦  The  proportion  of  workers  for  whose  insurance  employers  pay  differs  widely  among 
companies  and  industries.7 

♦  The  range  of  benefits  varies  among  companies  and  industries. 

♦  The  cost  of  a  given  set  of  benefits  differs  among  companies  and  industries  based  on  the 
riskiness  of  the  activity,  the  age  and  other  demographic  characteristics  of  the  labor 


sThis  is  the  same  issue  that  arose  in  the  communications  industry  when  technological  change 
made  possible  competition  with  ATT  for  long-distance  service,  eliminating  the  viability  of  a  cross 
subsidy  from  business  and  long-distance  to  residential  service. 

'Data  do  not  exist  that  would  allow  us  to  adjust  for  variations  in  the  proportion  of  current 
employees  who  are  covered  by  insurance  at  the  level  of  industry  detail  shown  in  the  table. 
Adjustments  at  the  one-digit  SIC  level,  however,  do  not  reduce  the  variance  of  costs  across 
industries  in  dollar  amounts. 
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force,  and  the  location  of  the  industry  (since  health  costs  vary  regionally). 

♦  The  ratio  of  retirees  for  whom  employers  provide  benefits  to  active  workers  differs 

among  companies  and  industries. 

Column  4  shows  the  cost  per  FTE  of  a  system  in  which  coverage  is  expanded  to  all  workers 
and  employers  pay  80  percent  of  the  insurance  premium.'  We  assumed  that  the  cost  for  current 
employees  is  uniform  across  all  plans  and  that  the  net  cost  of  providing  insurance  for  the  26  percent 
of  the  private  workforce  currently  uninsured  would  be  half  that  of  an  insured  worker.  We  calculated 
average  premiums  for  the  total  private  economy  after  excluding  the  cost  of  retirees.  We  then  added 
back  the  costs  of  retiree  health  insurance,  which  explain  the  differences  among  industries.'  This 
formulation  should  not  be  identified  with  the  Clinton  plan  because  we  did  not  include  any  government 
subsidies,  we  did  not  include  the  costs  of  cross-subsidies  from  worker  to  non- worker  families  in  health 
alliances,  we  did  not  include  the  costs  of  retirees,  and  we  eliminate  regional  variations. 

Column  5  shows  the  change  in  health  care  costs  per  FTE  between  the  current  system  (column 
2)  and  the  extreme  version  of  community  rating  (column  3),  highlighting  the  winners  and  losers  from 
reform.  The  differences  are  expressed  as  a  percent  of  wages  in  column  6. 

It  is  obvious  that  the  changes  in  the  industrial  distribution  of  health  care  costs  under  any 
system  aimed  at  equalizing  health  care  costs  will  be  very  large.  Mining  and  manufacturing  would  be 
the  largest  gainers.  Retail  trade  and  most  service  industries  would  experience  sizeable  losses. 
Another  characteristic  is  that  companies  in  the  tradeable  goods  sector  would  on  average  experience 
a  large  drop  in  direct  health  care  costs.  In  our  table,  the  trade-weighed  percentage  change  in  health 
expenditures  per  full-time-equivalent  employee  would  be  a  decline  of  28  percent. 

As  noted  earlier,  most  of  the  burden  of  health  care  insurance  falls  on  workers.  In  the  case  of 
retiree  benefits,  which  are  a  more  or  less  fixed  liability  that  is  independent  of  employment,  the  burden 
probably  falls  on  shareholders.10  But  a  sudden  equalization  of  costs  or  a  move  in  that  direction  will 
initially  accrue  as  a  change  in  costs  to  businesses,  and  these  windfall  gains  and  losses  may  last  for 
some  time  (if  responsibility  for  retiree  benefits  is  shifted  from  companies,  shareholders  are  likely  to 
experience  a  one-time  permanent  increase  in  share  values). 

Furthermore,  the  large  variations  in  health  care  costs  highlight  the  point  that  the  drawing  of 
boundaries  among  health  alliances  is  likely  to  initiate  political  battles  even  more  intense  than  those 
associated  with  congressional  redisricting.  Large  cost  differences  among  urban,  suburban,  and  rural 
areas  mean  that  the  cost  of  health  insurance  in  each  geographical  area  will  depend  on  the  other  areas 
with  which  it  is  grouped.  In  addition,  the  amount  and  distribution  of  subsidies  payable  to  businesses 
and  individuals  will  depend  on  how  alliance  boundaries  are  drawn. 


"The  80  percent  is  close  to  the  average  of  current  practice. 

*The  estimates  of  retiree  costs  are  very  approximate.  We  used  estimates  from  Lewin-VHl  on 
costs  at  the  level  of  the  major  industrial  sectors,  and  assigned  those  costs  to  the  underlying  two- 
digit  induc^es  as  a  comrron  share  of  their  health  care  spending. 

l0This  point  is  of  some  significance,  as  retiree  benefits  are  independent  within  some  range,  of 
current  employment  in  contrast,  benefits  for  current  workers  vary  with  employment.   Economic 
analysis  suggests  that  fixed  costs  have  less  effect  on  current  pricing  decisions  than  do  variable 
costs,  although  both  costs  must  eventually  be  covered  if  the  business  is  to  survive. 
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T  ible  1.  Sources  of  Insurance  Coverage,  1992 


All  persons 
Uninsured 
Insured 

Sources  of  insurance:  * 
Employer  coverage 
On  own  job 
As  dependent 
Retiree  coverage 
Non-group  coverage 
Medicaid 
Medicare 
Military 

Addenda: 

Multiple  insurance  coverage 


Persons 

(in  millions) 

Percent 

251.4 

100.0 

35.4 

14.1 

216.0 

85.9 

139.9 

55.6 

67.6 

26.9 

723 

28.8 

10.2 

4.0 

31.3 

12.4 

27.1 

10.8 

32.9 

13.1 

9.9 

3.9 

35.2 

14.0 

Source:  Tabulated  from  the  1992  Current  PopuUtion  Survey  by  Uwin-VHI. 
*  Include*  persons  with  multiple  coverage. 


Table  2.  Health  Insurance  Coverage  of  Workers.  1992 


Mi  workers 
(in  millions) 


Worker*  covered 
fry  own  employer 


Worker)  covered 
by  spouse 's  employer 


Workers  not 
covered  by  employer 


All  workers 

117.4 

Age  of  worker 

Under  19 

13 

19-24 

13.9 

25-44 

653 

45-64 

33.1 

65+ 

3.6 

Sums  of  worker 

Full-time 

96.1 

Part-time 

213 

Number  of 

employees  in  firm* 

0-9 

22.9 

10-24 

10.1 

25-99 

144 

100-499 

163 

500-999 

63 

1000+ 

44.6 

Class  of  worker* 

Private 

85.8 

Government 

183 

Self-employed 

12.7 

Average  weekly 

earnings  of  worker* 

Self-employment  loss 

0.6 

$1-5149 

14.8 

$150 -$249 

17.1 

$250 -$399 

243 

$300 -$599 

2S.1 

$600-$799 

15.0 

$800+ 

173 

8.0 
383 
623 
62.1 
25.1 


67.2 
14.2 


23.1 
453 
56.9 
68.1 
723 
74.4 


59.4 
733 
233 


8.9 
10.7 
34.7 
59.9 
74.4 
80.1 
81.5 


52.8 
16.4 
143 
14.4 


10.8 
323 


23.6 
18.4 
143 
123 
12.1 
103 


14.1 
11.9 

23.4 


27.8 
30.8 
193 
13.9 
11.0 
8.7 
6.9 


393 
453 
233 
233 
683 


22.0 
533 


533 
36.1 
28.6 
19.4 
15.4 
153 


263 
US 
53.1 


633 
583 
45.8 
26.2 
14.6 
113 
11.6 


Source:  Tabulated  from  the  1992  Current  PopuUtion  Survey  by  Lewin*VHL 

•For  each  of  these  characteristics,  some  data  were  reported  as  not  specified.  The  figures  for  the  not  specified  c 

category  are  not  shown  separately  in  this  lablr. 


67 


TtUt  3.  Prlrali  Employer  Baitb  Uriinuxr  Custs  by  lnduflry,  1992 


Toul  Health  L 

Ma 

Cott  of  uaiaturcd  worker! 


ftriam 


jirW*ln>ili 
«"™ (WrWial 


Tool 

Agriculture,  forettnet ,  aad  fithiiii 
Apiculture!  aarvicca,  forettry .  A  t 


Metal  mintht 

Coal  auniaj 

Oil  ud  tit  ertreetioa 

htoHDOiflk  miaenh  tuqx  fudi 


|lja»a*jaamjaj 

Durable  loodt 

Lub«  Mi  wood  product! 
Ba^kure  aad  rumrca 

S*»  clay,  ud  ilatt  product! 


UMU  teautbiaery  aad  equiproeat 
HecsvaJe  A  other  electric  aquiptneat 


Uki 

Nondurable  |oo<» 

Food  ud  Haired  produon 
Tobacco  nmnutacturet 
TeaBaaaiDprodncB 

Apparel  ud  other  tank-  prooucu 


Priatnaj  ud  publalaei 

Chemical*  ud  allied  n 
Parol  nan  tad  coal  product! 
Rubber  ud  mo  c.  plaitkt  product. 
Leather  ud  leather  produco 

Treat  ponatioa  aad  public  «•!■ 


RtilrondO 
Local  ti 
Tluckiag  aad  wareboutifij. 


Pipelinet,  except  natural  (at 


Elect™,  (at.  ud  tannery  temcet 


Depot  acryt 
rfaaucuunUury  uwuiuuuaa 

Security  ud  commodiTy  broken 


312 

4.776 
3.327 
9.982 
3.240 
3341 

1.572 

3.466 
3.801 
1.703 
2J96 
3.224 
5.108 
3.431 
3J*38 
3.431 
5.449 
3.958 
1523 
3.017 
3.238 
7jS53 
1.759 
1.480 
3306 
2jd07 

4,267 

6J00 
3.328 
1.363 

3JS1S 
2J21 
1,622 
559 
1,761 
5.230 
4.293 

itfn 

2J01 
6J72 
4.171 

2.426 
7t» 
2.123 

ipsa 

1.593 
2J64 
2.1-0 
UI6 
716 
4.106 

1.4*0 
1.7(4 


1.121 
2.469 
1.264 
2.449 
2.177 


Social  urricat 
Memberthip  orjnnrznnoei 
Other  tomcet  i 
Private  |MBfj|«iJ| 


Adjunct*  erapioyer 
cxnr/aatnbru 

Jbr  Voiirt  iwrMf   ' 
»""E 


current  «nd  gatjajai 


aorrfTE) (1  gfnBial 


1.791 


2053 


2.041 

(1.647) 

2,041 

(U55) 

2,041 

(1.729) 

3.048 

1.721 

3.165 

2.163 

4.146 

3.S35 

2.724 

516 

2.746 

596 

2J73 

(800) 

2,416 

1.050 

2.452 

1.349 

2423 

(320) 

2.289 

7 

2490 

134 

2J93 

1515 

2/12 

1.019 

2.456 

1.3*2 

2.414 

1.037 

2.630 

2.819 

2.469 

1,419 

2.249 

(325) 

2J67 

649 

2J91 

•47 

2.869 

4.785 

2J31 

(472) 

1201 

(721) 

2.420 

1.0*6 

1323 

2*4 

um 

1,765 

2,776 

4,024 

2.401 

927 

2,119 

(*23) 

2.621 

994 

2.412 

(191) 

1295 

(673) 

2.121 

(U69) 

1317 

(555) 

1*60 

1370 

2,713 

1.5*0 

2.463 

234 

13*6 

(1*5) 

3.070 

3J02 

1*04 

2.067 

2J90 

(67) 

1252 

750 

2.153 

(560) 

1242 

622 

2,194 

(14) 

2.126 

(910) 

2,091 

(1.375) 

1329 

1,777 

2,171 

(697) 

1205 

(421) 

2,095 

(U1D 

2,170 

(764) 

2,110 

(1J57) 

1209 

(3*7) 

126* 

201 

2.157 

(•94) 

2066 

1*3 

1241 

(64) 

106* 

(1.772) 

1054 

(1.915) 

2.047 

(1.979) 

2J06 

(415) 

2.041 

(10411 

-1.0 

-It,} 


areata  aideyom 
■  •three/ 


28.2 
388 


516 
53.3 
449 
33.9 

65.8 


Soureat:  Cuneat  ud  adjusted  employer  coombudool  comptaed  by  oV  .uabori  frou, 

dtaribudoa  of  ami  employer  payiuuuu  It  catenated  lor  a—  yean  by  the  Bureau  of 

year,  19*7.  aad  applied  lo  total  employer  coatribubooi  of  each  year,  lmporu,  tipartt. 

Mercheacfcte  Trade  tupplemail,  end  tabulateo  from  *U £.  Commodity  Eipom  ud  Itn 

*    Adjutled  premium  iaciudet  t  1 3  percent  lacreete  ic  everexe  cotu  lo  cover  uniatured  worl 

b   Dut  for  enporu.  eiporlt.  ud  tfcapmeota  for  til  laduttnea  ercept  nutnuDKTurial  art  from 

c   Tho  fujure  iacludet  both  wbokeale  ud  retail  trade 

k  tnaaaanat,  roolof  >ctl  jardeat .  eafineenni  aad  manajerr 


data  of  tew  Bureau  of  Ecoaotmc  Analy  tu  and  Lewm  VHL  The  indutcna] 
Bcooomk  Aaalytb.  Thete  rauot  have  beea  held  contttaf  tinee  foe  latt  ceatut 
d  impmeatt  are  from  the  1917  Input-Output  table  ( BEA  (.  the  Decemoer  1992 
■at  at  r  I  hi  1 1  il  a>  Output-  19*2  aad  1911  *  (Ceatut  Bureau,  19*6). 
t  aad  aaaaaaal  uaiform  com  for  noa-reti 
■19*7  tarpon -Output  table.  BEA 

t  tervicet.  aad  Mrvicat  act  claanfied  eatcwhere. 
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Chairman  Rostenkowski.  Mr.  Steuerle. 

STATEMENT  OF  C.  EUGENE  STEUERLE,  PH.D.,  SENIOR 
FELLOW,  THE  URBAN  INSTITUTE 

Mr.  Steuerle.  Thank  you,  Mr.  Chairman.  As  with  Dr.  Bosworth, 
I  would  like  to  submit  my  written  copy  for  the  record  and  summa- 
rize for  you. 

My  name  is  Eugene  Steuerle;  I  am  a  senior  fellow  at  the  Urban 
Institute  here  in  town,  and  I  have  had  the  opportunity  and  honor 
of  working  with  the  committee  many  years  on  many  issues.  I  think 
perhaps  health  is  the  most  difficult  of  all  the  ones  this  committee 
has  faced,  partly  because  of  the  size  of  the  changes  we  are  dealing 
with. 

The  health  care  market  in  the  United  States  is  so  large,  occupy- 
ing over  one-seventh  of  Gross  Domestic  Product,  that  almost  any 
change  that  is  made,  even  if  it  is  moderate,  is  bound  to  have  some 
substantial  economic  impact. 

I  should  also  mention  the  taxpayers  already  cover  about  half  the 
cost  of  health  care.  The  average  expense  in  the  United  States  is 
now  about  $9,000  per  household  for  health.  That  is  not  cata- 
strophic; that  is  average.  And  taxpayers  essentially  already  cover 
about  $4,500  per  household  already  through  Federal,  State  and 
local  expenditures,  as  well  as  tax  subsidies. 

So  the  amount  of  money  we  are  talking  about  here  is  enormous, 
and  the  amount  we  are  talking  about  switching  around,  even  with 
moderate  changes  in  health  care,  cannot  help  but  have  significant 
impact. 

I  should  mention,  by  the  way,  that  the  U.S.  Government  prob- 
ably spends  more  on  health  care  today  than  many  other  nations 
with  national  health  insurance. 

Many  of  the  health  reform  proposals  before  the  Congress  start 
with  a  similar  presumption  that,  without  reform,  the  Nation's 
health  bill  will  rise  from  about  one-seventh  of  GDP  today,  that  is 
in  1993,  to  about  one-sixth  of  economic  output  within  a  span  of 
merely  5  years. 

This  is  a  presumption  both  in  the  current  law — that  is,  in  the  es- 
timates that  are  projected  on  the  basis  of  current  law — and  in  the 
health  care  proposals  which  often  try  to  be  deficit  neutral.  Cost 
savings  often  are  only  achieved  after  those  5  years  are  up. 

I  would  like  to  call  into  question  how  easily  the  economy  can, 
over  that  first  5  years,  raise  the  amount  it  is  spending  on  health 
from  one-seventh  to  one-sixth  of  GDP.  Health  care  cannot  really 
grow  this  fast  without  having  an  impact  on  the  growth  rate  of 
other  goods  and  services  provided  in  the  economy. 

If  we  accept  these  projections,  health  care  would  so  dominate  the 
economy  from  1988  to  1998  that  it  would  capture  about  45  percent 
of  GDP  growth;  that  is,  health  divided  by  total  growth  in  the  econ- 
omy, can  take  up  45  percent  of  GDP  growth.  And  if  we  do  it  on 
a  per-person  basis,  health  is  capturing  over  three-quarters  of  the 
growth  in  per-person  income  for  the  years  1988  to  1998. 

Unless  there  is  substantial  unexpected  growth  in  the  economy, 
the  nonhealth  sectors  of  the  economy  could  be  committed  to  a  dec- 
ade-long growth  rate  among  the  lowest  in  U.S.  history,  barring  the 
Great  Depression. 
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For  the  1993  to  1998  period,  many  health  reform  proposals  such 
as  the  President's  are  aimed  basically  at  a  reallocation  of  the 
health  dollar  scheduled  to  be  spent,  not  at  its  reduction.  Remem- 
ber, however,  that  these  baseline  numbers  upon  which  Congress  is 
basing  its  decisions  are  only  guesses,  even  if  educated  ones,  of  what 
health  costs  will  be  in  the  future. 

Suppose  the  projection  is  wrong.  The  baseline  estimate  now 
projects  that  health  spending  between  1993  and  1998  in  real  terms, 
adjusted  for  inflation,  will  grow  by  $320  billion.  Just  imagine  if 
that  baseline  is  wrong.  Health  reform  runs  the  danger  of  convert- 
ing this  guess  as  to  future  health  spending  into  a  commitment  to 
make  that  health  spending  a  minimum  amount. 

A  5-year  government  commitment  to  increase  real  spending  on 
health  by  hundreds  of  billions  of  dollars,  as  this  committee  well 
knows,  must  inevitably  inhibit  all  other  government  actions,  in- 
cluding those  devoted  to  human  capital  development  rather  than 
consumption.  This  indeed  could  be  the  principal  economic  effect  of 
the  health  policy  over  the  next  few  years. 

Health  reform,  of  course,  cannot  be  considered  in  isolation  from 
other  economic  policy,  some  of  which  I  would  like  to  mention  below. 
As  this  committee  is  well  aware,  the  trustees  of  the  Social  Security 
system  for  some  years  now  have  been  warning  us  that  the  actuar- 
ial imbalance  in  the  trust  funds  leave  Social  Security  in  a  precar- 
ious state. 

Among  the  likely  requirements  for  bringing  this  system  back  into 
balance  are  a  decrease  in  the  number  of  years  of  public  support  for 
retirement,  which  is  already  provided  for  an  average  approaching 
two  decades  for  retired  people.  One  of  the  principal  employment  ef- 
fects of  many  of  the  health  bills  before  Congress,  however,  is  a  sig- 
nificant increase  in  the  number  of  people  who  will  retire  early  and 
a  net  transfer  from  younger,  poorer  households  to  these  richer, 
older  households. 

I  ask  you  to  be  especially  careful  about  this  effect  of  health  policy 
on  early  retirement,  because  it  goes  in  the  opposite  direction  we 
will  have  to  go  in  the  near  future  for  Social  Security  policy. 

With  respect  to  welfare  policy  that  is  among  the  welfare  recipi- 
ents receiving  Medicaid  under  current  law,  this  type  of  health  re- 
form in  fact  may  have  a  positive  input  upon  work.  When  current 
Medicaid  recipients  decide  to  work,  they  also  face  tax  breaks  that 
approach  or  exceed  100  percent  when  direct  tax  rates  are  added  to 
the  loss  of  Medicaid  benefits,  the  loss  of  welfare  and  the  loss  of  food 
stamps,  Social  Security  taxes,  State  taxes,  phase-outs  of  your 
earned  income  credits  and  other  costs  of  working. 

Among  some  of  the  proposals  being  considered  in  Congress  today 
are  expansions  of  coverage  similar  to  that  proposed  by  the  last  ad- 
ministration— that  is,  by  the  Bush  administration — that  effectively 
would  put  the  entire  population  into  this  welfare  type  of  structure. 
During  periods  of  low  to  moderate  earnings,  these  proposals  would 
impose  combined  effective  tax  rates  of  close  to  100  percent  for  a 
significant  portion  of  the  population. 

Marriage  penalties  derived  from  this  type  of  structure  tend  to  be 
quite  severe — often  several  thousand  dollars  per  couple,  simply  for 
marrying. 
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Since  the  next  panel  will  focus  on  labor  supply  and  demand,  I 
will  only  mention  briefly  here  some  of  the  groups  affected,  with  em- 
phasis on  some  of  the  social  policy  aspects  of  health  reform.  I  am 
talking  here  mainly  about  groups  that  are  likely  to  decrease  their 
labor  supply  or  will  face  reduced  work  opportunities. 

First,  teenagers  and  newcomers  to  the  labor  force  are  probably 
the  principal  group  hit  by  the  increased  level  of  wage  at  which  em- 
ployers can  hire  and  test  workers  and  their  abilities,  that  is,  by  an 
employer  mandate. 

Second,  two-earner  couples  would  be  required  to  pay  twice  for 
most  of  their  health  insurance  under  plans  such  as  the  President's. 
This  means  a  decline  in  the  work  efforts  of  secondary  workers  in 
the  families. 

Third,  many  individuals  working  more  than  one  job — single  indi- 
viduals who  might  take  one  or  two  or  three  jobs  tor  different  em- 
ployers— would  also  have  to  pay  two  or  three  times  for  health  in- 
surance and  might  also  be  expected  to  reduce  their  work  efforts. 

And  finally,  elderly  workers,  those  over  65,  would  also  have  to 
pay  for  health  insurance,  even  though  they  already  have  Medicare. 
This  is  a  problem  that  I  have  labeled  the  "health  earnings  test," 
because  it  resembles  in  many  ways  the  earnings  test  that  already 
is  existent  with  Social  Security  cash  benefits. 

If  one  goes  through  the  list  of  groups  that  I  have  mentioned  here, 
you  will  see  that  many  of  them  are  those  who  are  going  to  have 
to  effectively  pay  twice  for  their  health  insurance  policy,  and  their 
behavioral  reaction,  including  their  employment  reaction,  is  be- 
cause they  will  try  to  avoid  paying  for  that  health  insurance  a  sec- 
ond time. 

Dr.  Bosworth  mentioned  some  of  the  problems  of  community  rat- 
ing, and  I  would  like  to  reemphasize  some  of  them.  One  aspect  of 
pure  community  rating — that  is,  the  movement  toward  a  single 
price  of  health  insurance  for  everyone,  such  as  suggested  in  the 
President's  plan — is  that  it  could  reduce  incentives  both  to  keep  the 
workplace  safer  and  could  deter  insurance  companies  from  offering 
policies  with  incentives  for  better  preventive  care. 

A  way  out  of  this  problem,  and  I  think  it  is  one  that  is  quite  do- 
able, is  to  allow  some  adjustments  to  premiums  for  identifiable  be- 
havior that  adds  or  subtracts  from  health  care  cost,  just  as  we 
allow  lower  premiums  in  automobile  insurance  for  safe  drivers. 

A  number  of  difficulties  are  created  by  trying  to  design  health  re- 
form around  mandates  and  subsidies  for  employers  when  the  peo- 
ple we  want  to  help  are  employees.  I  think  this  point — if  my  quick 
review  of  the  testimonies  today  is  adequate — is  common  to  testi- 
mony given  to  you  by  economists. 

I  would  like  to  mention  one  particular  problem  designing  policy 
around  subsidizing  employers  rather  than  employees.  That  is,  the 
design  of  the  employer  subsidy  in  the  President's  plan  leads  to  the 
economic  segregation  of  workers,  with  rich  and  poor  workers  be- 
coming increasingly  separated  by  their  type  of  employer.  This  type 
of  design  of  employer  subsidies  would  be  to  health  policy  what  old 
time  public  housing  was  to  housing  policy  in  terms  of  its  impact 
upon  housing  segregation.  This  economic  segregation  again  is  one 
of  those  unintended  consequences  of  policy  design.  It  derives  from 
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the  attempt  to  subsidize  employers  of  low-income  workers  rather 
than  low-income  workers  themselves. 

As  I  show  in  my  written  testimony  in  much  more  detail,  this  de- 
sign effectively  creates  incentives  for  low-wage  employees  to  con- 
gregate together  to  maximize  the  subsidy  given  to  low-wage  em- 
ployees, and  for  high-wage  employees  to  congregate  together  so 
they  do  not  subtract  substantially  from  the  subsidies,  that  is,  re- 
duce the  subsidies  available  to  the  firm. 

Finally,  Mr.  Chairman,  you  asked  me  to  comment  upon  the  long- 
term  economic  impact  of  health  reform.  Here  I  must  be  equivocal. 
The  long-term  impact  of  health  reform  on  the  economy  depends 
more  than  anything  else  upon  what  happens  to  innovation  both  in 
the  health  and  in  the  nonhealth  sectors.  Innovation  itself  is  driven 
by  the  development  of  new  ideas  and  the  ability  of  individuals  to 
put  those  ideas  to  work,  often  against  established  interests. 

Health  care  20  years  from  now  will  be  drastically  different  from 
what  we  know  today.  Regulations  applying  well  to  today's  market 
can  easily  become  outdated  obstacles  to  innovation  in  tomorrow's 
market.  Health  reform  in  its  initial  years  will  have  a  major  effect 
on  the  financing  and  distribution  of  health  care,  not  the  types  of 
health  goods  and  services  provided.  The  long-term  impact  of  reform 
on  health,  however,  will  be  determined  mainly  by  whether  new, 
cost-effective  products  and  practices  are  encouraged  or  discouraged. 

Governments,  too,  must  be  able  to  innovate  as  knowledge  ex- 
pands and  new  needs  arise.  The  budget  dilemmas  of  today,  as  well 
as  the  complaints  about  stagnant  policymaking,  are  due  in  no 
small  part  to  the  precommitment  of  all  of  tomorrow's  finances  be- 
fore tomorrow  has  arrived.  Health  reform  must  seek  to  avoid  that 
particular  trap. 

The  bottom  line,  I  believe,  is  that  health  reform  is  most  likely  to 
succeed  as  an  economic  matter  if  a  building-block  approach  is  used. 
Before  we  get  into  too  intensive  a  debate  over  the  furniture  for  the 
penthouse,  we  need  to  give  a  good  deal  of  attention  to  the  building 
blocks.  We  need  to  choose  explicitly  how  much  to  spend  on  public 
provision  of  health  versus  other  needed  public  goods  in  our  society. 

We  must  examine  each  aspect  of  community  rating  to  see  exactly 
how  it  affects  incentives  toward  better  health  and  safer  environ- 
ments, and  whether  it  transfers  from  the  well  off  to  the  less  well 
off,  or  just  the  opposite.  We  must  determine  the  side  effects  of  at- 
tempts to  subsidize  small  employers  of  low-income  persons,  such  as 
effects  on  retirement  policy  or  on  the  economic  segregation  of  the 
work  force.  And  we  must  examine  most  closely  whicn  types  of  inno- 
vative practices  will  be  encouraged  or  discouraged  in  the  future. 

Thank  you. 

[The  prepared  statement  follows:! 
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TESTIMONY  OF  C.  EUGENE  STEUERLE 

SENIOR  FELLOW 

THE  URBAN  INSTITUTE 


Mr.  Chairman  and  Members  of  the  Committee: 

The  health  care  market  in  the  United  States,  and  the  government's  role  in  that  market,  is 
already  so  large  that  even  moderate  changes  in  health  reform  can  have  significant  effects  on  the 
economy.  Occupying  over  1/7th  of  the  gross  domestic  product  today,  health  care  involves  an 
average  expenditure  of  about  $9,000  per  household.  Taxpayers  cover  about  half  of  all  costs 
through  federal,  state,  and  local  expenditures  and  tax  subsidies  --  more,  by  the  way,  than  is  spent 
by  taxpayers  in  many  countries  with  national  health  insurance. 

How  to  reconfigure  the  government's  role  in  that  market  in  a  way  that  can  best  improve 
overall  economic  well-being  is  not  an  easy  task.  In  my  testimony,  I  would  like  to  concentrate  on 
four  of  the  most  difficult  economic  issues  with  which  Congress  will  have  to  grapple:  (1)  the 
unprecedented  effect  on  output  and  employment  in  the  non-health  sectors  of  the  economy  if 
health  costs  are  allowed  to  rise  from  1/7th  to  1/6th  of  the  economy  between  1993  and  1998  -  a 
projection  under  current  law  and  a  potential  minimum  commitment  under  health  reform;  (2)  the 
close  relationship  between  health  reform  and  other  economic  policies  related  to  retirement, 
welfare,  families,  and  employment;  (3)  the  potential  for  reform  to  lead  to  the  economic  segregation 
of  workers;  (4)  the  vital  role  of  innovation  in  determining  long-term  economic  growth.  Although 
each  of  these  issues  arises  in  conjunction  with  the  Administration's  health  plan,  many  also  arise 
in  many  of  the  alternatives  that  lay  before  the  Congress. 

Health  and  Nothing  Else? 

Many  of  the  health  proposals  now  before  Congress  start  with  a  similar  presumption:  that 
without  reform  the  nation's  health  bill  will  rise  from  about  one-seventh  to  one-sixth  of  economic 
output  within  a  span  of  five  years.  From  this  presumption,  most  of  the  proposals,  including  the 
President's,  go  on  to  conclude  that  to  pay  for  reform  -  at  least  over  those  first  five  years  -  the 
nation  must  raise  its  health  bill  by  a  similar  amount.  I  have  significant  concern  with  allowing  this 
framework  to  guide  health  reform. 

Despite  past  growth  in  health  care  costs,  such  a  massive  shift  still  would  be 
unprecedented,  especially  in  its  depressing  effect  on  the  non-health  sectors  of  the  economy.  If 
the  presumption  is  wrong,  moreover,  then  policy  makers  run  the  danger  of  converting  a  guess 
as  to  future  health  spending  into  a  minimum  spending  commitment. 

Under  the  Congressional  Budget  Office's  current  projections,  health  spending  under 
current  law  will  rise  from  14.6  percent  of  gross  domestic  product  (GDP)  in  1993  to  17.3  percent 
in  1998.  After  taking  out  inflation,  real  annual  health  expenditures  would  be  about  $320  billion 
higher  in  1998  than  1993.  Federal,  state,  and  local  governments,  meanwhile,  cover  about  half 
these  costs  through  direct  expenditures  and  tax  subsidies,  so  that  by  the  end  of  the  five-year 
period  taxpayers  need  to  provide  an  additional  $160  billion  or  so  annually  simply  to  pay  for 
government  health  expenditures  and  subsidies. 

These  numbers  are  driven  mainly  by  projections  that  growth  rates  of  the  recent  past  will 
continue.  In  each  of  four  ten-year  periods  between  1 948  and  1 988,  real  health  care  spending  per 
person,  excluding  growth  due  to  both  inflation  and  population  increase,  never  grew  slower  than 
3.9  percent  or  faster  than  5.7  percent  (see  table).  Per  person  growth  in  real  health  spending  has 
continued  at  the  highest  end  of  this  scale  (5.8  percent)  over  the  past  five  years,  so  analysts  in 
both  the  executive  and  congressional  branches  project  annual  growth  at  5.5  percent  from  1988 
to  1998. 

Given  plausible  overall  growth,  however,  health  care  can't  grow  this  fast  without  having 
an  impact  on  the  growth  rate  of  other  goods  and  services  provided  in  the  economy.  Projected 
growth  for  the  non-health  sectors  can  be  approximated  by  subtracting  projected  health  sector 
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growth  from  total  economic  growth.  All  of  a  sudden  we  see  that  constant  real  growth  in  health 
spending,  at  a  rate  significantly  higher  than  overall  growth,  is  not  such  a  simple  assumption  after 
all. 

Such  growth  is  impossible  to  maintain  unless  the  corresponding  growth  rate  in  non-health 
expenditures  is  non-constant  and  declining.  To  take  an  example  from  business,  it's  one  thing  for 
IBM  or  GM  or  Exxon  to  grow  faster  than  other  firms  when  they  are  small.  But  when  they  are 
giants,  maintaining  a  higher-than-average  growth  rate  implies  absorption  of  huge  increments  of 
labor  and  other  resources  that  would  no  longer  be  available  to  other  firms.  Based  upon  current 
projections,  health  care  would  so  dominate  the  economy  that  non-health  expenditures  per  person 
would  grow  by  an  average  of  only  0.3  percent  annually  between  1988  and  1998.  Put  another 
way,  increased  health  spending  under  current  projections  would  capture  45  percent  of  GDP 
growth  and  76  percent  of  growth  in  income  per  person. 

Don't  get  me  wrong:  the  result  is  not  impossible.  Total  real  growth  in  the  economy 
between  1 998  and  1 993  was  so  modest  that  per  person  spending  on  non-health  went  down.  The 
decade-long  projection  of  only  0.3  percent  increase  in  per  person  non-health  expenditures  is 
comprised  of  a  recession-induced  annual  decline  of  -0.5  percent  between  1988  and  1993  and  a 
recovery  rate  of  only  1.0  percent  between  1993  and  1998.  This  can  be  contrasted  with  a 
recession-induced  decline  of  -0.4  percent  between  1978  and  1983  and  a  recovery  rate  of  2.8 
percent  between  1983  and  1988.  (I  use  ten-year  periods  in  the  table  mainly  to  even  out  the 
effects  of  recessions  on  the  comparisons.) 

While  not  impossible,  however,  the  implications  of  such  a  trend  are  disquieting.  Barring 
substantia),  unexpected,  growth  in  the  economy,  the  non-health  sectors  could  be  committed  to 
a  decade-long  growth  rate  among  the  lowest  in  U.S.  history,  barring  the  Great  Depression. 

Isn't  bringing  down  these  health  costs  one  reason  why  health  reform  is  so  high  on  the 
policy  agenda?  Yes,  but  to  minimize  political  damage,  many  health  reform  proposals  for  the  first 
five  years  are  aimed  basically  at  reallocation  of  the  health  dollar  scheduled  to  be  spent  under  the 
baseline,  not  reduction. 

Remember,  however,  that  the  baseline  numbers  themselves  are  only  a  guess,  even  if  an 
educated  one.  Suppose  the  projection  is  wrong  and  that,  absent  reform,  demand  pressures 
would  have  forced  faster  expansion  within  the  non-health  sectors  and  lower  health  spending 
growth.  The  commitment  to  spending  the  baseline  that  is  represented  in  many  of  the  health 
reform  proposals  now  on  the  table  could  prevent  the  savings  from  such  a  slowdown  from  being 
reallocated  to  non-health  purposes.  By  adhering  to  a  baseline  estimated  now,  health  reform  runs 
the  danger  of  converting  a  guess  as  to  future  spending  into  a  commitment  to  make  that  amount 
of  health  spending  a  minimum. 

Among  the  potential  losers  are  not  simply  the  non-health  sectors,  but  those  who  would 
benefit  from  other  government  efforts  related  to  education,  training,  youth  development  programs, 
and  crime  prevention.  Of  course,  we  should  make  headway  on  eliminating  distortions  in  the 
health  care  market  and  expand  coverage  for  the  uninsured.  As  a  pure  budgetary  matter, 
however,  a  5-year  government  commitment  to  increase  real  spending  on  health  by  hundreds  of 
billions  of  dollars  must  inevitably  inhibit  all  other  government  actions.  This,  indeed,  could  easily 
be  the  principal  economic  effect  of  health  policy  over  the  next  few  years. 

Health  Reform  and  Other  Economic  Policies 

Health  reform,  of  course,  cannot  be  considered  in  isolation  from  other  economic  policies, 
some  of  which  I  would  like  to  mention  briefly. 
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Retirement  Policy 

As  this  committee  is  well  aware,  the  trustees  of  the  Social  Security  System  have  been 
warning  for  years  about  the  actuarial  imbalance  in  the  trust  funds.  Today's  rising  health  costs 
occur  in  a  world  when  the  numbers  of  new  elderly  are  relatively  small,  not  large.  When  the  baby 
boom  generation  begins  to  retire  early  next  century,  however,  both  health  and  retirement  costs 
will  rise  dramatically. 

Among  the  likely  requirements  for  meeting  those  not-too-distant  problems  are  gradual 
increases  in  a  retirement  age  or  constraints  on  the  number  of  years  of  public  support  for 
retirement  -  which  already  is  provided  for  an  average  that  is  approaching  two  decades. 

One  of  the  principal  employment  effects  of  the  Administration  plan,  however,  comes  from  the 
voluntarily  reduced  labor  supply  of  workers  themselves.  The  design  of  this  plan,  as  well  as  other 
alternatives  on  both  sides  of  the  aisle  in  Congress,  provides  that  many  non-working  individuals 
would  have  to  pay  only  a  moderate  share  of  their  unearned  income  to  cover  the  cost  of 
insurance.  Someone  who  retires  early  from  the  work  force,  therefore,  would  often  pay  only  a 
small  amount  -  in  many  cases,  a  few  hundred  dollars  -  for  health  insurance.  If  the  person 
works,  however,  he  or  she  would  pay  much  more.  The  relative  cost  of  work  relative  to  early 
retirement,  therefore,  would  rise  significantly. 

In  effect,  health  reform  would  provide  a  significant  subsidy  for  earlier  retirement  at  a  time 
when  the  nation  needs  to  be  moving  in  the  opposite  direction.  Note,  by  the  way,  that  older 
individuals,  whether  they  retire  or  not,  would  also  be  subsidized  by  the  type  of  simple  community 
rating  requirement  in  the  Administration  plan.  Under  this  requirement,  the  same  price  would  be 
charged  for  all  insurance,  with  exceptions  for  regions  and  size  of  household.  Since  individuals 
in  their  fifties  have  health  insurance  costs  that  are  significantly  higher  than  younger  individuals, 
the  requirement  that  the  same  price  be  charged  to  all  age  groups  tends  to  raise  costs  especially 
for  younger  individuals,  who  on  average  are  poorer  than  the  middle-age  and  near-elderly  persons 
they  will  subsidize. 

Welfare  Policy 

Among  welfare  recipients  receiving  Medicaid  under  current  law,  the  net  impact  of  health 
reform  upon  work  effort  would  likely  be  positive.  Many  of  these  individuals  are  eligible  for 
Medicaid  payments  under  current  law.  When  they  decide  to  work,  on  the  other  hand,  they  often 
lose  those  benefits  after  a  transition  period.  In  effect,  the  loss  of  Medicaid  benefits  operates 
much  like  a  tax  of  up  to  several  thousand  dollars.  Tax  rates  can  easily  approach  or  exceed  100 
percent  when  the  Medicaid  loss  is  added  to  losses  of  other  welfare,  income  taxes,  social  security 
taxes,  state  taxes,  phase  outs  of  earned  income  credits,  and  costs  of  working.  Under  a  proposal 
such  as  the  President's,  a  person  moving  to  a  job  paying,  say,  $10,000  a  year  might  effectively 
pay  no  more  than  $1,000  (mainly  in  lower  wages)  to  buy  insurance  that  could  be  worth  several 
thousand  dollars.  The  effective  "tax"  from  moving  from  welfare  to  work,  therefore,  would  be 
reduced,  and  work  would  be  made  more  attractive. 

Among  other  proposals  now  being  considered  in  Congress  are  expansions  of  coverage 
under  an  approach  that  would  eliminate  benefits  more  quickly  as  income  rose.  When  health 
benefits  are  phased  out  in  this  manner,  as  in  a  plan  proposed  by  the  previous  Administration, 
effective  tax  rates  from  direct  taxes,  the  phasing  out  of  benefits,  and  minimal  costs  of  working 
raise  the  Medicaid  dilemma  --  tax  rates  of  close  to  100  percent  over  a  significant  portion  of  the 
income  range.  Because  health  reform  would  no  longer  apply  to  particular  categories  of 
individuals,  moreover,  this  type  of  approach  effectively  puts  the  entire  population  into  a  welfare- 
type  of  tax  structure  during  periods  of  low-to-moderate  earnings.  Marriage  penalties  deriving  from 
this  type  of  structure  also  tend  to  be  quite  severe,  often  several  thousand  dollars  per  couple. 
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Labor  and  Family  Policy:  Teenagers,  Elderly  Workers,  and  Secondary  Workers 

At  very  low  wage  levels,  an  employer  mandate  tends  to  act  like  a  tax  on  hiring  or 
maintaining  workers.  At  higher  levels  of  wages,  most  of  an  employer  mandate  can  eventually  be 
passed  on  to  employees  through  lower  cash  wages  and  smaller  raises  in  wages  over  time.  At 
minimum  wage  levels,  however,  these  costs  cannot  be  passed  on. 

There  is  much  debate  among  economists  about  the  effect  of  minimum  wage  changes  on 
employment.  In  general,  most  believe  that  minimum  wage  effects  are  most  pronounced  for 
teenagers  and  some  secondary  workers,  in  part  because  most  primary  workers  earn  more  than 
the  minimum  wage.  Of  course,  health  reform  implies  a  substantial  increase  in  the  effective 
minimum  wage  in  many  firms.  An  increase  in  the  minimum  wage  also  affects  the  level  of  wage 
at  which  employers  can  hire  and  test  workers  on  their  abilities  --  even  if  successful  workers  are 
likely  to  move  up  later  to  higher  wage  levels. 

One  group  likely  to  reduce  its  labor  supply  is  composed  of  households  with  more  than  one 
job.  The  economics  literature  tends  to  find  secondary  workers  in  households  more  sensitive  to 
taxes  and  subsidies  than  other  groups.  Under  the  Administration  plan,  two-earner  couples  would 
be  required  to  pay  twice  for  most  of  their  health  insurance  costs,  as  each  employer  would 
contribute  regardless  of  coverage  elsewhere  in  the  family.  Many  individuals  working  more  than 
one  job  also  face  a  large  increase  in  effective  burdens  with  no  increase  in  benefits.  Elderly 
workers  would  also  have  to  pay  for  health  insurance  even  though  they  already  have  Medicare  -- 
a  problem  that  I  have  labeled  as  the  "health  earnings  test"  because  of  its  resemblance  to  the 
earnings  test  applying  to  Social  Security  cash  benefits. 

In  truth,  almost  all  forms  of  increased  social  insurance  involve  changes  in  employment.  The 
difficulty  with  health  reform  is  that  even  if  labor  responses  turn  out  to  be  modest  per  dollar  of 
mandate  or  expenditure  involved,  the  magnitude  of  the  proposed  changes  is  so  large  that  the 
employment  effects  cannot  easily  be  ignored. 

Workforce  Safety  and  Preventative  Health  Care 

One  aspect  of  pure  community  rating  --  the  movement  toward  a  single  price  for  everyone, 
such  as  suggested  in  the  President's  plan  --  is  that  it  would  redistribute  health  costs  to  firms  with 
relatively  safe  jobs  from  those  with  jobs  where  injuries  are  more  prevalent.  Thus,  the  cost  of 
insurance  for  football  players  or  miners  would  be  no  different  than  for  workers  in  retail  stores. 
Internal  efforts  to  make  jobs  safer  would  be  of  no  benefit  to  a  firm  in  its  purchase  of  health 
insurance  (although  gains  might  still  be  available  elsewhere,  such  as  worker's  compensation). 

An  important  legal  and  economic  tenet  is  that  if  firms  are  made  to  bear  the  cost  of  hazards 
they  place  on  employees,  then  they  will  be  alert  to  trying  to  minimize  those  hazards.  Absent  such 
incentives,  hazards  in  the  workplace  can  be  expected  to  increase. 

A  similar  issue  arises  with  respect  to  incentives  in  health  plans  for  taking  some  individual 
responsibility  for  one's  health.  If  insurance  policies  are  not  allowed  to  offer  lower  costs  to 
individuals  who  exercise,  or  who  don't  smoke,  then  the  number  who  don't  exercise  and  do  smoke 
can  be  expected  to  be  higher.  A  way  out  of  this  problem  is  to  allow  some  adjustments  to 
premiums  for  identifiable  behavior  that  adds  or  subtracts  from  health  care  costs,  just  as  we  allow 
lower  premiums  in  automobile  insurance  for  safe  driving. 

The  Potential  Segregation  of  Workers  by  Economic  Class 

A  number  of  difficulties  are  created  by  trying  to  design  health  reform  around  mandates  and 
subsidies  on  employers.  For  instance,  the  design  of  an  employer  subsidy  in  the  President's  plan 
leads  to  the  economic  segregation  of  workers,  with  the  rich  and  poor  workers  becoming 
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increasingly  separated  by  the  type  of  employer.  This  type  of  design  of  employer  subsidies  would 
be  to  health  policy  what  old-time  public  housing  was  to  housing  policy  in  terms  of  the  impact  on 
economic  segregation. 

This  economic  segregation,  again,  is  one  of  those  unintended  consequences  of  policy  design. 
It  derives  from  the  attempt  to  subsidize  employers  of  low-income  workers  rather  than  low-income 
workers  themselves.  Thus,  the  Administration  would  set  caps  or  maximum  figures  on  the  amount 
of  expense  that  "employers"  have  to  pay  for  health  insurance,  with  even  lower  caps  on  "small" 
businesses  whose  employees  have  lower-than-average  wages. 

These  employer-based  caps  as  a  percent  of  payroll  effectively  create  incentives  for  low-wage 
employees,  including  many  well  above  minimum  wage  or  with  high-income  spouses,  to  migrate 
to  the  subsidized  sector  of  the  health  care  market.  Larger  employers  and  employers  paying 
above-average  wages  -  that  is,  those  employers  who  have  less  access  to  subsidies  for  their  own 
low-wage  employees  -  will  "outsource"  work  required  by  low-wage  individuals. 

Attempts  to  regulate  outsourcing  will  not  prevent  this  segregation.  A  firm  that  cannot 
outsource  work  already  done  by  existing  employees,  for  instance,  will  find  that  it  becomes  less 
competitive  with  respect  to  a  new  firm  that  never  hires  those  low-income  employees  in  the  first 
place.  The  latter,  lower-cost,  firm  will  eventually  come  to  dominate  the  market,  and  the 
segregation  will  occur  anyway. 

High-wage  workers,  meanwhile,  would  be  induced  to  move  toward  firms  that  don't  benefit  from 
the  subsidies  for  low-wage  workers.  Because  of  the  design  of  the  employer  subsidy,  it  turns  out 
that  the  health  costs  of  hiring  high-wage  workers  would  often  be  higher  on  average  in  the 
subsidized  firms.  This  is  merely  the  flip  side  of  the  outsourcing  problem. 

Innovation 

The  long-term  impact  of  health  reform  on  the  economy  depends  more  than  anything  else 
on  what  happens  to  innovation,  both  in  the  health  and  non-health  sectors.  Innovation  itself  is 
driven  by  both  the  development  of  ideas  and  the  ability  to  individuals  to  put  those  ideas  to  work  - 
-  often  against  established  interests. 

Innovation  within  the  non-health  sectors  of  the  economy  can  be  restricted  if  the  health  cost 
increases  discussed  above  are  caused  by  artificial  factors  and  perverse  incentives.  Innovation 
within  the  health  care  sector  itself  involves  much  more  than  research  on  new  drugs  or  equipment. 
Among  the  many  possibilities  are  the  following:  better  preventative  care,  sometimes  in  exchange 
for  less  acute  care;  the  replacement  of  expensive  providers  with  less  expensive  ones,  especially 
where  a  standard  set  of  practices  or  routines  can  be  developed;  new  forms  of  organization  as 
evolutionary  as  preferred  provider  or  health  maintenance  organizations  were  in  their  own  day; 
new  forms  of  insurance  policies,  perhaps  with  tighter  price  limits  or  better  incentives  for  individuals 
to  avoid  hazards  to  their  own  health;  new  practices  of  employer-employee  bargaining  that  would 
give  the  employee  more  incentive  to  restrict  amounts  paid  for  health  insurance;  and  a  better 
information  network  within  the  health  care  sector,  such  as  computerized  shot  records  and  the 
availability  of  written  material  to  patients. 

But  innovation  is  messy.  It  often  creates  inequities  between  those  who  initially  benefit 
from  the  innovation  and  those  who  don't;  it  imposes  costs  on  those  who  are  the  subjects  of 
innovation  that  fails. 

Health  care  20  years  from  now  will  be  drastically  different  from  what  we  know  today. 
Regulations  applying  well  to  today's  market  can  easily  become  outdated  obstacles  to  innovation 
in  tomorrow's  market.  Given  an  existing  supply  of  health  providers  and  researchers,  as  well  as 
a  set  of  habitual  practices  by  consumers,  health  reform  in  its  initial  years  will  mainly  affect  trie 
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Examples  of  How  Economic  Segregation  Is  Promoted 

Some  examples  can  help  clarify  how  economic  segregation  would  be  promoted.  For 
simplicity,  let's  divide  employers  into  three  groups: 

o  Group  J  is  composed  of  those  employers  (and  employees)  who  do  not  benefit  from 
the  cap  on  health  costs  as  a  percent  of  average  wages  paid.  They  will  be  made  to 
pay  the  full  cost  of  the  health  plan.  Let's  assume  that  employer-related  assessment 
for  a  famly  policy  for  each  employee  is  $2,500  in  the  year  in  question  {a  cost  that 
is  low  relative  to  projected  costs  in  later  years  of  the  proposal).  Added  to  this  will 
be  an  employee  share  that  does  not  vary  by  type  of  employer  of  about  $870.  Total 
cost  of  the  policy  will  then  be  $3,370. 

o  Group  II  is  composed  of  those  employers  who  face  a  maximum  tax  rate  of  7.9 
percent  of  payroll.  Added  to  this  again  will  be  an  employee  cost  of  $870. 

o  Group  III  involves  those  "small*  employers  who  are  eligible  for  even  greater 
subsidies,  let's  simplify  matters  and  take  only  the  case  of  those  employers  who 
face  a  maximum  tax  rate  of  3.5  percent  of  payroll,  supplemented  by  the  usual  $870 
paid  by  the  employee.  We  ignore  possible  separate  subsidies  to  tow-income 
individuals,  which  are  available  equally  no  matter  where  they  work,  and  which  do 
not  affect  the  differences  in  total  cost. 

Now  ask  the  question,  "What  does  K  cost  to  purchase  insurance  for  an  additional 
employee  in  each  of  these  groups?"  II  we  ignore  cases  where  one  additional  employee 
forces  the  employer  from  one  subsidized  group  to  another,  the  answer  is  the  following: 

Insurance  Cost  Paid  by  an  Employer  For  An  Employee  Earning  $10,000  a  Year 

$3,370  in  Group  I  {cost  of  insurance) 

$1 ,660  in  Group  11  (normal  employer  cap  as  percentage  of  payroll) 

$1 ,220  in  Group  Hi  {lowest  cap  for  small  business) 

Total  Private  Insurance  Cost  of  An  Employee  Earning  $100,000  a  Year 

$3,370  in  Group  I  {cost  of  insurance) 

$8,770  in  Group  If  {normal  employer  cap  as  a  percentage  of  payroll) 

$4,370  in  Group  III  (lowest  cap  for  small  business) 

The  last  example  ($4,370  for  the  $1 00,000  employee  in  Group  111)  in  most  cases  would 
understate  the  additional  cost  of  insurance  for  hiring  this  employee.  The  $1 00,000  salary 
likely  would  move  the  firm  up  into  a  lower  subsidized  rate  for  ail  employees  -  thus 
creating  a  very  large  increase  in  costs. 

Powerful  incentives,  therefore,  drive  the  $100,000  worker  toward  plans  that  are  capped 
at  the  cost  of  insurance  and  the  $10,000-a-year  worker  toward  the  plans  with  caps  as 
a  percent  of  payroll.  The  government  effectively  would  differentiate  among  individuals 
based  simply  upon  the  type  of  employer  for  whom  they  worked  -  not  the  amount  of  their 
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financing  and  distribution  of  health  care,  not  the  types  of  health  goods  and  services  provided. 
The  long-term  impact  of  reform  on  health,  on  the  other  hand,  will  be  determined  mainly  by 
whether  new,  cost-effective,  products  and  practices  are  encouraged  or  discouraged. 

In  this  regard,  the  existing  health  care  market  in  the  United  States  is  innovative,  in  part 
because  of  the  vast  increase  in  funds  going  to  it.  It  fails  mainly  because  it  has  too  few  incentives 
for  its  innovation  to  be  cost  effective.  In  other  innovative  markets,  for  instance,  the  prices  of 
existing  goods  and  services  often  fall  rapidly  as  new  goods  and  services  are  made  available. 
Remember,  however,  that  most  boards  regulating  health  care  are  composed  of  today's  providers 
and  consumers  --  not  tomorrow's.  The  new  health  care  providers  and  the  new  firms  of  tomorrow 
aren't  even  represented  in  these  political  processes. 

Governments,  too,  must  be  able  to  innovate  as  knowledge  expands  and  new  needs  arise. 
The  budget  dilemmas  of  today,  as  well  as  compiaints  about  stagnant  policy  making,  are  due  in 
no  small  part  to  the  pre-commitment  of  all  of  tomorrow's  finances  before  tomorrow  has  arrived. 
The  more  that  government  policy  for  tomorrow  is  determined  today,  the  less  likely  will  government 
be  able  to  take  advantage  of  innovative  opportunities  that  arise  tomorrow. 


The  bottom  line,  I  believe,  is  that  health  reform  is  most  likely  to  succeed  as  an  economic 
matter  only  if  a  building  block  approach  is  used.  Before  we  get  into  too  intensive  of  a  debate  over 
the  furniture  for  the  penthouse,  we  need  to  give  a  good  deal  of  attention  to  these  building  blocks. 
Each  must  be  examined  Individually  to  determine  its  costs,  its  value  added  to  the  structure  as  a 
whole,  and  its  relationship  to  its  surroundings.  We  need  to  choose  explicitly  how  much  to  spend 
on  public  provision  of  health  versus  other  public  goods.  We  must  examine  each  aspect  of 
community  rating  to  see  exactly  how  it  affects  incentives  toward  better  health  and  safer 
environments,  and  whether  it  transfers  from  the  well-off  to  the  less  well-off,  or  vice-versa.  Finally, 
we  must  give  a  great  deal  of  attention  to  the  side  affects  of  attempts  to  subsidize  small  employers 
and  low-income  persons,  such  as  effects  on  retirement  policy  or  on  the  economic  segregation  of 
the  work  force. 


REAL  SPENDING  ON  HEALTH  AND  EVERYTHrNG  ELSE 
(constant  1993  dollars) 


Annual  Growth  Rate  of: 

Dollar  Increase  in: 

Increase  in  Health 

Health 

Non- Health 

Health 

Non-Health 

Spending/ 

Year 

Expenditures 

Expenditures 

Expenditures 

Expenditures 

Increase  in 

GDP 

(per  person) 

(per  person) 

(total) 

(per  person) 

1948-1958 

3.9%                1.6% 

210                   1800 

8% 

I0<* 

1958-1968 

5.7                   2.8 

490                   3910 

9 

11 

1968-1978 

4.6                    1.5 

650                   2630 

15 

20 

1978-1988 

4.0                    1.2 

870                   2370 

20 

27 

1988-1998 

5.5                    0.3 

1900                     600 

45 
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Source*:  Historical  data  from  Department  of  Health  and  Human  Services  and  Bureau  of  Economic  Analysis.  Projections  from  Congressional 
Budget  Office.  Non-health  expenditures  are  approximated  as  gross  domestic  product  (GDP)  less  health  expenditures  Calculations 
for  19881998  would  be  about  identical  under  Clinton  Administration  estimates  for  their  own  health  reform  package. 
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Chairman  Rostenkowski.  Mr.  Reinhardt. 

STATEMENT  OF  UWE  E.  REINHARDT,  PH.D.,  JAMES  MADISON 
PROFESSOR  OF  POLITICAL  ECONOMY,  WOODROW  WD^SON 
SCHOOL  OF  PUBLIC  AND  INTERNATIONAL  AFFAIRS,  AND 
DEPARTMENT  OF  ECONOMICS,  PRINCETON  UNTVERSITY, 
PRINCETON,  N.J. 

Mr.  REINHARDT.  Thank  you,  Mr.  Chairman.  It  is  an  honor  and 
a  privilege  to  appear  before  this  committee.  I  have  had  the  privi- 
lege of  doing  that  before  at  several  of  your  committee's  retreats, 
and  thus  I  have  a  lot  of  good  friends  on  the  committee.  So  it  is  al- 
ways a  particular  pleasure  to  appear  before  you  and  your  col- 
leagues. 

I,  too,  have  a  written  statement,  which  I  would  like  to  submit  for 
the  record. 

Chairman  Rostenkowski.  Your  entire  statement  will  be  in- 
cluded in  the  record,  Doctor. 

Mr.  REINHARDT.  Thank  you,  Mr.  Chairman. 

A  health  reform  plan,  obviously,  will  affect  first  and  foremost  the 
health  sector  itself  and  through  the  health  sector,  the  rest  of  the 
economy.  There  arises  the  question,  what  one  should  cover  in  a 
paper  on  "the  economic  impact  of  health  care  reform."  My  mandate 
was  to  focus  mainly  on  the  effect  of  health  reform  on  the  health 
sector  itself.  So  I  will  not  talk  about  the  effect  of  health  reform  on 
employment  in  the  general  economy  other  than  to  remark  that  I 
think  that  one  could  easily  exaggerate  that  effect.  I  believe  that  the 
economy  could  easily  absorb  the  employment  effect,  although  I 
have  personally  never  been  an  enthusiast  for  the  employer  man- 
date. As  Congressman  Stark  well  knows,  I  testified  to  that  effect 
some  years  ago  before  his  Subcommittee  on  Health. 

I  would  like  the  record  to  show,  however,  that  I  would  not  call 
an  employer  mandate  a  tax.  I  think  that  would  be  a  misnomer.  It 
would  not  pass  the  "Darman  duck  test,"  I  would  think.  I  would  be 
happy  to  elaborate  on  this  point,  if  you  wish. 

I  will  focus,  as  I  mentioned,  on  the  effect  of  health  reform  on  the 
health  sector  itself.  Now,  the  health  sector  in  the  United  States  is 
a  peculiar  animal.  It  is  almost  a  State  within  a  State.  It  is  totally 
autonomous  from  the  rest  of  the  economy  in  the  sense  that  it 
marches  on  its  own  path  regardless  of  what  the  rest  of  the  economy 
does.  And  that  is  true  only  in  the  United  States.  In  every  other  na- 
tion the  health  sector  must  listen  to  the  tune  and  the  drummer  in 
the  rest  of  the  economy;  if  the  rest  of  the  economy  languishes,  the 
health  sector  cannot  go  on  a  fiscal  feast.  But  in  the  United  States, 
that  has  never  been  the  case.  Here  the  health  sector  thrives  even 
if  the  economy  is  in  the  doldrums,  as  became  very  clear  during  the 
period  1988-92. 

Now,  health  reform  can  be  viewed  as  an  attempt  to  make  the 
health  sector  a  more  integral  part  of  the  economy  such  that,  if  the 
rest  of  the  economy  grows  at  5  percent,  then  the  health  sector  can- 
not grow  at  12  percent.  Somehow  the  two  growth  rates  have  to  be- 
come better  attuned  to  one  another.  My  colleague,  Dr.  Steuerle,  has 
beautifully  illustrated  what  happens  in  the  long  run  when  you  do 
not  do  this.  So,  a  major  part  of  health  reform  has  to  be  better  cost 
control. 
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The  other  goal  is  universal  health  insurance.  I  agree  with  my  col- 
league Barry  Bosworth,  that  reaching  this  goal  is  easy.  It  should 
be,  for  a  ricn  nation.  It  would  cost  something  in  the  order  of  $60 
billion  to  get  everyone  in  this  country  insured.  We  are  a  $6  trillion 
economy  and  easily  could  insure  everyone  if  the  desire  to  do  so 
were  within  our  soul.  I  say  "soul,"  for  it  has  nothing  to  do  with  the 
brain,  it  is  all  about  the  soul.  The  question  is:  Do  I  want  to  be  my 
brother's  and  sister's  keeper,  or  don't  I,  when  they  are  sick.  Alas, 
we  Americans  have  not  been  able  to  answer  this  question.  That  is 
the  sole  reason  why  we  find  universal  coverage  so  difficult  a  prob- 
lem. It  is  a  matter  of  social  ethics  and  not  of  economics. 

Now,  cost  containment  is  properly  called  "income  containment," 
because  there  are  millions  of  people  who  look  at  health  expendi- 
tures as  health  care  incomes.  That  is  how  they  book  it,  and  when 
you  talk  about  cost  containment,  you  are  really  talking  about  tak- 
ing these  people's  incomes  away,  or  at  least  about  diminishing 
these  incomes  below  what  they  would  otherwise  have  been. 

Now,  what  would  the  Clinton  proposal  mean  in  terms  of  job 
losses  in  the  health  system  itself?  Well,  first  of  all,  there  would  not 
be  any  job  loss,  there  would  be  a  job  loss  only  relative  to  this  myth- 
ical baseline  that  Colleague  Steuerle  told  us  is  insane  in  the  first 
place. 

I  have  a  graph  after  page  6  of  my  testimony,  where  I  show  what 
the  current  CBO  baseline  forecast  is.  The  UBO  projects  that,  at 
current  trends,  we'll  spend  over  18  percent  of  the  GDP  on  health 
care  in  the  year  2000.  Had  we  been  on  the  U.S.  long-term  path  in 
the  1990s,  which  is  GDP  plus  3  percent,  we  woula  be  spending 
"only"  16  percent  of  the  GDP  on  health  care  in  the  year  2000.  I  say 
that  with  a  certain  amusement,  because  16  percent,  is  still  enor- 
mous by  international  standards.  The  President  proposes  to  allo- 
cate 16.9  percent  of  the  GDP  to  health  care  by  the  year  2000,  and 
now  everyone  talks  about  how  he  would  ration  health  care. 

Well,  I  would  turn  this  issue  around  and  say,  if  the  U.S.  health 
system  cannot  give  the  American  people  the  finest  health  care  in 
the  world  for  17  percent  of  the  GNP,  then  I  would  like  the  leaders 
of  the  health  care  delivery  system  to  tell  me  what  I  should  think 
of  them.  In  short,  I  do  not  regard  a  policy  that  would  reduce  health 
spending  in  the  year  2000  from  18.2  percent  to  16.9  percent  a  big 
deal.  But  such  a  policy  would  imply  1.8  million  jobs  less  in  health 
care  than  there  would  have  been  had  we  gone  down  the  CBO  base- 
line, to  spend  18.2  percent  of  the  GDP.  But  even  under  the  Presi- 
dent's lower  spending  target  there  would  be  about  10  million  more 
jobs  in  health  care  than  we  now  have,  because  the  President's  tar- 
get is  about  $1.5  trillion  versus  $1  trillion  now.  So  there  is  no  job 
loss  other  than  the  mythical  job  loss  relative  to  the  mythical  base- 
line. 

But  health  reform  will  impact  particular  sectors  within  the 
health  system  differentially.  Overall,  the  attempt  is  to  redistribute 
income  from  those  who  lay  hands  on  patients  to  those  who  super- 
vise them.  That  is  part  and  parcel  of  managed  care  and  managed 
competition.  A  typical  HMO  today  pays  out  about  80  cents  of  every 
premium  dollar  it  collects.  Supervising  and  controlling  doctors  and 
hospitals  is  expensive.  It  will  reduce  the  income  of  those  who  lay 
hands  on  patients,  and  it  will  create  enormous  employment  oppor- 
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tunities  for  the  entrepreneurs  who  set  up  the  organizations  that  do 
control  the  doctors  and  the  hospitals. 

Particularly  hard  hit  among  the  physicians  will  be  specialists,  be- 
cause HMOs  use  fewer  doctors  overall  per  hundred  patients  to  look 
after  patients,  and  fewer  specialists  within  that  smaller  pool.  So 
specialists'  income  will  be  substantially  reduced  as  a  result  of 
health  reform. 

The  hospital  sector  will  undergo  a  substantial  transformation 
under  health  reform.  If  you  look  at  table  1  you  will  see  a  table  that 
shows  that  in  the  United  States,  hospitals  are,  on  average,  half 
empty,  and  yet  they  make  good  profits.  That  is  not  likely  to  persist 
under  health  reform.  I  know  of  no  other  industry  that  can  fly  with 
a  load  factor  of  50  percent  and  still  make  profits  and  handsome 
profits.  The  American  hospital  sector  won't  do  it  forever  either. 

Health  reform,  whichever  shape,  whether  it  be  a  single-payer 
system  or  managed  competition,  will  squeeze  out  this  excess  capac- 
ity. Under  managed  competition,  the  excess  capacity  will  be 
squeezed  out  by  entrepreneurs  who  merge  these  hospitals  into  larg- 
er umbrella  entities.  These  private  entrepreneurs  really  are  very 
powerful,  tough-minded  regulators  who  can  close  the  hospitals  they 
control  with  impunity.  They  will  earn  for  themselves  hundreds  of 
millions  in  the  process.  We  should  not  begrudge  them  these  enor- 
mous incomes,  because  they  are  doing  what  the  public  sector  has 
never  been  able  to  do,  which  is  closing  excess  capacity. 

The  pharmaceutical  and  device  industry  will  be  potentially  dev- 
astated by  managed  competition,  but  not  by  what  many  people  on 
the  committee  might  think,  namely  government.  Government  is  not 
the  ultimate  nemesis  of  these  industries.  Governments  usually  do 
not  demolish  industry,  not  that  easily.  Government  is  not  that  pow- 
erful. Who  might  demolish  such  industries?  It  would  be  the  private 
regulators,  once  again,  the  private  megabuyers  who  control  hospital 
chains  or  chains  of  accountable,  managed-care  health  plans. 

Imagine  a  large  purchasing  alliance  for  a  group  of  HMOs  that 
buys  a  pharmaceutical  product  and  can  go  to  one  company  and  say; 
"We  do  not  care  about  your  full  cost,  we  do  not  care  about  your 
R&D,  we  want  a  steep  discount  off  your  regular  price."  These  pri- 
vate mega-buyers  can  do  more  damage  to  the  pharmaceutical  and 
the  device  industries  than  government  could  ever  have  done.  That 
is  something  that  I  think  government  will  have  to  think  about: 
How  can  government  protect  the  pharmaceutical  and  the  medical- 
device  industries  from  these  private  raiders,  on  these  industries' 
contribution  margins?  At  one  point,  you  (the  government)  will  prob- 
ably disallow  the  raids.  But  that  is  a  little  in  the  future.  And  you 
will  not  be  thanked  for  it.  You  never  are. 

Teaching  hospitals  will  be  hard  hit,  of  course,  unless  we  manage 
to  segregate  the  three  product  lines  they  offer:  teaching,  research, 
and  patient  care.  We  basically  have  to  segregate  these  product 
lines  and  price  them  and  sell  them  separately.  Patient  care  would 
be  sold  to  the  HMOs,  teaching  and  research  to  society  at  large  (i.e., 
to  the  government)  because  teaching  and  research  are  public  goods. 
So,  we  have  to  think  of  publicly  funding  what  is  now  funded 
through  hidden  cross-subsidies  in  patient  care.  Congressman 
McDermott  raised  that  question  earlier  with  the  Governors.  It  is  a 
valid  and  important  question. 


82 

Finally,  the  insurance  industry,  of  course,  will  be  massively  re- 
structured. The  small  carriers  will  disappear.  The  large  ones  will 
become  accountable  health  plans  and  manage  the  doctors  and  hos- 
pitals. 

As  for  the  patients,  there  would  be  a  redistribution  of  the  cost 
of  illness  from  sick  people  to  healthy  people.  The  burden  of  health 
care  costs  would  be  shifted  toward  healthy  people  from  the  sick,  to 
the  young  from  the  old,  and  from  the  poor  to  the  rich,  if  health  care 
reform  works  as  advertised. 

I  show  the  income  distribution  of  the  United  States  at  the  end 
of  my  paper.  That  distribution  shows  that  the  typical  low-income 
American  family  simply  cannot  afford  an  average  health  insurance 
policy.  If  we  want  to  have  universal  coverage,  then  you  and  I,  the 
well-to-do,  will  have  to  stretch  out  our  hand  and  our  purse  and 
help  the  people  at  the  bottom  of  the  economic  heap,  or  you  just  can- 
not have  universal  health  insurance.  It  is  as  simple  as  that. 

Will  there  be  rationing?  Yes,  of  course,  there  will  be  rationing. 
Health  reform  will  not  beget  rationing,  because  we  are  rationing 
health  care  now.  It  will  merely  redistribute  the  burden  of  rationing. 
Under  health  reform,  rationing  will  be  less  severe  for  the  poor,  less 
severe  for  uninsured  working  mothers  and  their  children  than  it 
now  is.  On  the  other  hand  there  might  be  some  mild  rationing  for 
the  middle  class.  That  is  what  HMOs  are  good  at  doing  in  a  way 
that  does  not  seem  to  bother  Americans  nearly  as  much  as  they 
would  be  if  government  did  the  same  thing. 

The  elite,  of  course,  will  not  suffer  any  rationing  at  all,  nor  will 
it  even  suffer  under  health  reform.  The  elite  is  always  exempt  from 
these  harsh  affairs.  Fortunately,  you  and  I  belong  to  that  elite,  I 
think.  You  and  I  in  this  room  would  not  really  have  to  worry  about 
either  rationing  or  health  reform.  That  is  the  way  it  always  goes, 
luckily  for  us.  We  really  are  talking  only  about  redistributing  the 
burden  of  rationing  between  the  Tower  income  and  the  middle 
classes. 

Thank  you.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachment  follow:] 
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I.  FACTORS  INSULATING  HEALTH  CAM  FROM  THE  REST  OF  THE  ECONOMY 

Several  factor  have  served  to  insulate  the  American  health  sector  from  the 
rest  of  the  economy.  Some  of  these  are  inherent  in  health  care  as  a  commodity  and 
present  elsewhere  in  the  world.  Other  factors,  however,  are  uniquely  American. 
It  is  these  factor  that  can  be  reformed. 

First,  health  care  has  become  a  highly  technical  and  ethically  charged 
commodity.  That  circumstance  alone  serves  to  raise  that  commodity  somewhat  above 
the  ordinary  discipline  of  the  market  place  which  generally  rations  economic 
privilege  on  the  basis  of  price  and  the  individual  consumer's  ability  to  pay. 
When  faced  with  the  specter  of  resource  constraints,  both  the  consumers  of  health 
care  and  those  who  earn  their  living  serving  these  consumers  have  always  been 
able  to  defend  even  outright  profligacy  with  appeals  to  a  higher  ethic.  That 
ethic  has  made  the  word  'rationing"  anathema  in  the  debate  on  health  policy 
(although,  of  course,  we  do  ration  health  care  just  the  same) .  This  professed 
social  ethic,  however,  is  operative  in  every  economically  advanced  civilization. 
It  is  not  a  uniquely  American  phenomenon. 

Second,  the  pervasive  role  of  private  and  public  health  insurance  further 
shields  the  health  sector  from  the  rest  of  the  economy.  By  insulating  patients 
more  or  less  fully  from  the  cost  of  the  care  they  actually  use,  health  insurance 
serves  to  destroy  the  normal  interplay  of  supply  and  demand  which  integrates 
other  sectors  into  the  economy  at  large.  This  factor,  too,  is  operative  in  all 
other  industrialized  nations,  all  of  whom  provide  their  citizens  even  more 
extensive  health- insurance  coverage  than  does  the  Dm ted  States. 

A  third  and  more  uniquely  American  factor  that  has  blocked  the  flow  of 
economic  signals  from  the  general  economy  to  the  health  sector  has  been  the 
peculiar  manner  by  which  Americans  finance  their  health  insurance.  The  genius  of 
that  system- -and  also  its  curse--is  that  it  has  persuaded  the  bulk  of  the 
citizenry  that  someone  other  than  they  are  paying  for  their  health  insurance.  Por 
Americans  who  are  beneficiaries  of  tax  financed  health  care  (the  poor,  the 
elderly,  the  military  and  veterans)  that  assumption  is  actually  valid.  For 
Americans  whose  health  insurance  is  provided  as  part  of  their  employment, 
however,  the  assumption  unwarranted.  On  average,  they  actually  do  pay  for  the 
bulk  of  their  own  employer -provided  health  insurance  in  the  form  of  lower  take- 
home  pay.  Alas,  most  American  employees  have  been  lead  to  believe  by  their 
employers,  by  their  labor  leaders  and  by  their  politicians  that  someone  else- -the 
"company"  - -pays  the  premium.  And  as  if  to  reinforce  that  myth,  these  leaders  have 
always  made  sure  that  employer-paid  (but  really  employee -financed)  health 
insurance  was  not  treated  as  part  of  the  employee's  taxable  compensation- -that 
it  was  tax  sheltered.  Thus,  by  a  deliberate  design  concocted  by  Congress,  at  the 
behest  of  both  corporate  and  labor  leaders,  Americans  have  literally  been  seduced 
into  thinking  that  health  care  is  more  or  less  a  free  lunch.  That  carefully 
nourished  myth  now  bedevils  anyone  working  on  health  reform. 

Finally,  and  most  importantly,  the  inordinately  complex,  uncoordinated 
system  of  tiny  capillaries  by  which  the  rest  of  the  economy  supplies  fiscal 
nourishment  to  the  health  sector  has  allowed  that  sector  to  divide  and  rule  those 
feeders,  that  is,  the  business  firms,  governments  and  patients  who  pay  for  health 
care .  None  of  those  payers  has  enough  economic  clout  to  control  the  amount  of 
money  the  health  sector  can  drain  out  of  that  payer's  treasury.  If  an  individual 
payer  does  seek  to  control  the  valve  of  the  capillary  going  in  that  payer's 
treasury,  patients  whose  insurance  coverage  is  represented  by  that  capillary  may 
lose  access  to  health  care.  This  is  true  even  for  large,  government -financed 
programs  such  as  Medicaid.  Although  the  capillary  fed  by  the  Medicaid  program  is 
relatively  large  within  our  health  system,  it  is  still  insignificant  enough  so 
that  many  providers  ran  reject  Medicaid  patients  with  fiscal  impunity.  The 
payers'  inability  to  control  the  valve  openings  of  this  capillary  system  is  what 
is  meant  by  the  vernacular  that  "health-care  costs  are  out  of  control." 

This  fourth  factor- -the  capillary  system  of  American  health-care  financing 
and  the  Divide  et  Impera  principle  the  health  sector  has  been  able  to  erect  on 
it- -is  truly  unique  to  the  united  States.  It  is  not  manifest  in  other  nations  who 
generally  funnel  money  from  the  rest  of  the  economy  to  their  health  sectors 
through  one  or  a  few  major  pipes  over  which  those  who  feed  the  pipes  can  exert 
at  least  some  control,  either  through  formal  negotiations  with  the  providers  of 
health  care  or  through  unilateral  government  regulation. 

Any  reform  that  seeks  to  achieve  effective  control  over  health  care  costs 
must  reorganize  the  pipes  through  which  money  flow  to  the  health  sector  so  that 
those  who  pay  can  exert  more  effective  control  over  the  valves  on  those  pipes . 
Two  distinct  approaches  are  now  being  offered  as  means  to  pursue  that  objective. 

Under  the  first,  the  providers  of  health  services  would  continue  to  be  paid 
primarily  on  the  traditional  piece-rate  basis,  but  prices  would  be  regulated, 
either  through  negotiation  at  the  macro  level,  or  through  government  edict.  Total 
health  spending  would  be  constrained  by  predetermined  global  budgets  which 
themselves  would  be  linked  to  the  rest  of  the  economy.  For  example,  the  global 
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national  health  budget  might  be  allowed  to  grow  at  a  rate  equal  to  that  of  the 
GDP  plus  X% .  The  combination  of  a  global  budget  with  controls  on  prices,  and  with 
direct  controls  on  utilization,  would  transmit  to  the  health  sector  the  desired 
economic  signals  from  the  rest  of  the  economy.  It  is  the  approach  favored  in 
Canada  and  in  most  of  Europe  and  it  is,  of  course,  the  approach  Congress  has 
adopted  for  the  government-run  Medicare  program,  that  much  cherished  health- 
insurance  for  America's  elderly1. 

Under  the  second  approach,  the  traditional  fee-for-service  system  would  be 
scrapped  and  replaced  with  compensation  of  providers  through  annual,  prepaid 
capitation  payments  for  entire  families.  In  effect,  these  capitation  payments  are 
predetermined  budgets  at  the  micro-economic  level.  The  capitation  payments  would 
be  predetermined  by  a  process  of  regulated  competitive  bidding  among  vertically 
integrated  health  systems  known  as  "accountable  health  plans."  This  process  is 
now  generally  referred  to  as  "managed  competition."  It  comes  in  two  distinct 
versions . 

Under  the  so-called  Jackson  Hole  model,  the  health  system  would  not  be 
constrained  by  a  predetermined  global  budget  at  the  macro-economic  level. 
Instead,  total  national  health  spending  would  be  the  mere  algebraic  sum  of 
whatever  capitation  payments  the  process  of  competitive  bidding  would  beget  among 
the  contracting  private  parties  (private  households  and  accountable  health 
plans)  .  It  is  the  brand  of  managed  competition  incorporated  into  the  bill 
proposed  by  Republican  Senator  Chafee  and  Representative  Thomas  and  in  the  bill 
recently  proposed  by  Democratic  Congressman  Cooper  and  Senator  Breaux. 

An  alternative  version  of  managed  competition  would  be  to  constrain  the 
competitive  bidding  process  with  a  predetermined  global  national  budget  for 
health  care  which  would  put  upper  limits  to  the  annual  capitation  payments  that 
the  private  parties  in  the  economy  would  be  permitted  to  negotiate.  That  approach 
was  suggested  as  early  as  1992  by  California  Insurance  Commissioner  John 
Garamendi  and  his  assistant  Walter  Zelman  (now  senior  health  policy  advisor  to 
the  White  House) .  It  is  the  model  also  favored  by  President  Clinton  and  fully 
reflected  in  his  recently  submitted  Health  Security  Act. 

In  what  follows,  I  shall  concentrate  mainly  on  health- reform  proposals 
centered  on  managed  competition  as  the  work  horse  of  cost  control,  because  that 
approach  now  seems  to  have  the  upper  hand  in  the  political  arena.  As  other 
speakers  at  this  hearing  will  concentrate  on  the  effect  that  the  financing  of 
health  care  and  the  future  growth  in  health  spending  will  have  on  the  rest  of  the 
economy,  I  shall  confine  my  remarks  solely  to  impacts  of  health  reform  on  the 
health  sector  itself.  Thus,  I  will  not  comment  on  the  effect  that  the  so-called 
"employer  mandate"  will  have  on  general  employment  in  the  United  States  or  on  the 
impact  that  future  health  spending  may  have  on  the  rate  of  capital  formation  in 
the  United  States  or  on  the  competitiveness  of  American  industry2.  I  will  instead 
concentrate  strictly  on  the  effect  of  managed  competition  on  employment  within 
the  American  health  sector,  on  the  structure  of  that  sector  and  on  the  probable 
future  pace  of  technical  innovation  in  that  sector. 


II.    THE  ECONOMIC  IMPACT  OP  HEALTH  REFORM  ON  THOSE  MHO  BOOK        HEALTH-  CARE 
SPENDING  AS  HEALTH -CARE  INCOME 

From  a  purely  economic  perspective,  a  health  system  can  be  viewed  as  a 
giant  bazaar  in  which  certain  owners  of  real  productive  resources  trade  these 
resources  for  money.  Figure  1  is  a  rendering  of  that  bazaar.  It  begins  at  the 
left  with  the  owners  of  real  resources  (human  labor,  buildings,  equipment, 
supplies  and  so  on)  who  sell  or  rent  these  resources  to  health- care  facilities 
(hospitals,  doctors  offices,  etc) .  which  in  turn  transform  them  into  the 
something  we  call  "health  care."  That  health  care  is  then  sold  to  its  recipients. 
All  of  the  money  going  into  the  health  system  in  return  for  "health  care" 
originates  in  the  budgets  of  private  households  who  pay  for  that  care  themselves 
at  point  of  service,  or  through  privately  purchased  health  insurance,  or  through 
taxes,  or  through  lower  paychecks  when  their  employer  provides  the  insurance  as 
part  of  the  employment  contract.  Some  households,  of  course,  are  lucky  enough  to 
have  someone  else  pay  for  their  care . 

All  health  reform  plans  now  before  the  Congress  seek  to  accomplish  two 
major  changes  in  this  picture,  relative  to  some  hypothetical  baseline  called 
"going  on  as   usual . " 

First,  all  plans  seek  to  reduce  the  number  of  human  beings  allowed  to  come 
to  the  health-care  sector,  there  to  seek  income.  In  plain  English,  health  reform 


1  1  have  always  found  it  remarkable  that,  in  a  nation  openly  professing  its  contempt  for  government,  the  government-financed  and 
government-run  Medicare  program  and  the  purely  socialized  health  system  run  by  the  Department  of  Veterans  Affairs  seem  so  popular  among 
their  clientele  that  Congress  virtually  dare  not  touch  these  programs,  other  than  feeding  them  more  money 

:  I  have  expressed  my  thought  on  that  subject  in  "Health  Care  Spending  and  American  Competitiveness,"  Health  Affatn,  Winter.  1989, 
pp  6-21  and  in  "Health  Care  Woes  of  American  Busineaa:  Reinhardt  Responds."  Health  Affairs,  Spnng,  1990;  pp.  56-7  and,  furthermore,  in 
testimony  before  the  Joint  Economic  Committee.  U  S   Congress.  May  23rd.  1990. 
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seeks  to  reduce  the  employment  opportunities  offered  by  our  health  system,  even 
at  the  risk  of  creating  outright  unemployment  there  for  some  time  (a  trend 
already  manifest  throughout  the  health  system,  as  we  speak) . 


FIGURE  1 

THE  FLOW  OF  REAL  AND  FINANCIAL  RESOURCES 
IN  HEALTH  CARE 


Second,  all  current  health-reform  plans  seek  to  reduce  the  money- income 
that  is  earned,  on  average,  by  those  who  will  continue  to  nourish  themselves 
fiscally  on  health  care.  This  does  not  mean  that  each  and  every  employee's  or 
entrepreneur's  income  is  to  be  trimmed.  It  merely  means  that  some  of  them  will 
have  their  income  trimmed  substantially  so  that,  on  average,  incomes  in  health 
care  fall. 

Together,  these  two  intermediate  goals  add  up  to  the  overarching  goal 
everywhere  known  and  everywhere  applauded  as  " cost- containment .  The  political 
flavor  of  " cost- containment, "  however,  is  much  better  captured  by  the  term 
"health-care  income  containment,"  for  that  is  what  "cost -containment"  implies. 
That  term  also  alerts  one  to  the  awesome  obstacles  likely  to  be  put  in  the  way 
of  health  reform  by  those  who  define  health  spending  as  health  incomes.  It 
remains  to  be  seen  whether,  in  the  face  of  these  obstacles,  the  Congress  can 
muster  the  political  will  to  implement  genuine  health  reform. 

A.  Reducing  Overall  Health  Spending 

Much  of  the  current  controversy  in  our  debate  on  health  reform  is  centered 
on  the  realism  of  President  Clinton's  cost  analysis.  Figure  2  renders  the  issue 
graphically.  The  dashed  bottom  line  labelled  "GDP  +  3V  assumes  that  health 
spending  during  the  1990s  followed  the  long-run  American  trend,  manifest  since 
the  1960s,  according  to  which  the  growth  in  annual  health  spending  has,  on 
average,  outpaced  the  growth  in  the  rest  of  the  GDP  by  close  to  e  percentage 
points.  The  solid  upper  line  is  the  baseline  forecast  projected  by  the 
Congressional  Budget  Office  in  late  September,  1993.  The  dotted  upper  curve 
represents  the  spending  path  projected  by  the  President  in  his  Preliminary  Draft 
dated  September  7,  1993. 

There  have  been  subsequent  revisions  of  these  numbers;  but  these  have  been 
minor3.  According  to  the  CBO  baseline  forecast,  the  united  States  will  spend 
about  S  1.6S  trillion  on  health  care  in  the  year  2000--an  estimated  18.2V  of  the 
GDP.  The  president  proposes  to  constrain  that  growth  path  so  that  in  the  year 
2000  health  spending  will  be  about  S  100  billion  less  than  that  projected  in  the 
CBO  baseline- -about  $  1.57  trillion,  or  slightly  below  17*  percent  of  the  GDP. 


For  an  excellent  recent  assessment  of  the  President's  < 
Act.  December  9.  1993  Although  that  study  lakes  issue  with  pai 
amounts  to  an  endorsement  of  the  President's 
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FIGURE  2 
NATIONAL  HEALTH  SPENDING  UNDER  THREE  SCENARIOS 
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It  is  a  remarkable  comment  on  our  health  system- -and  on  our  political 
system  as  well --that  the  rather  modest  cost  -  containment  program  proposed  by  the 
President  has  been  decried  as  a  "fantasy"  and  a  prescription  for  intolerable 
"rationing"  of  health  care.  To  be  sure  the  President's  projections  have 
needlessly  frightened  the  public  by  suggesting  that  the  growth  in  health  spending 
proposed  for  the  period  1996-2000  is  to  be  the  permanently  trajectory,  that  is, 
that  growth  in  health  spending  is  to  be  permanently  constrained  to  the  growth  in 
GNP .  That  is  surely  not  the  President's  intention.  A  differential  growth  of  1  to 
1.5  percent  above  QDP  after  the  year  2000  probably  would  be  sustainable  for  at 
least  several  decades  into  the  2lst  century.  But  to  get  to  that  lower  growth 
path,  it  seems  perfectly  plausible  to  program  in  a  transition  period  during  which 
the  differential  would  be  kept  at  zero,  or  even  slightly  negative.  If  the  health 
sector  were  given  ample  warning  of  that  program- -and  three  to  seven  years  strikes 
me  as  ample  warning- -then  such  a  program  does  not  appear  a  fantasy.  One  can 
quibble  over  the  particular  methods  by  which  such  a  descent  is  being  sought  and 
suggest  alternatives,  but  one  can  hardly  take  issue  with  the  still  quite  generous 
end  point:  close  to  17  percent  of  the  GDP. 

Would  the  proposed  reduction  in  spending  cause  a  loss  of  jobs  in  health 
care,  and  would  that  job  loss  be  tolerable?  The  answer  to  both  questions  is  an 
unqualified  "Yes" .  There  would  be  a  loss  of  jobs  relative  to  the  baseline 
forecast .  Such  a  shift  of  real  productive  resources  out  of  health  care  to  other 
sectors  of  the  economy  is  an  explicit  objective  of  health  reform.  If  one  assumes 
that  the  average  health  care  job  in  the  United  States  now  costs  the  rest  of  the 
economy  about  $  40,000  in  annual  gross  compensation  (including  benefits)  and  if 
one  further  assumes  that  it  might  cost  about  $  55,000  in  the  year  2000,  then  the 
health  system  as  it  is  envisaged  in  the  President's  health- reform  plan  would 
support  about  1.8  million  fewer  jobs  in  health  care  than  that  sector  could 
finance  in  the  year  2000  under  the  CBO  baseline.  Obviously,  the  estimated  job 
loss  depends  largely  on  the  average  health-care  income  one  assumes  for  that 
purpose . 

It  bears  repeating  that  any  such  job  loss  in  health  care  is  a  loss  only 
relative  to  the  employment  level  implied  in  the  hypothetical  CBO  baseline.  In 
fact,  even  under  the  President's  program  total  national  health  spending  would 
increase  from  the  current  $  1  trillion  or  so  to  over  $  1.55  trillion.  At  a 
projected  average  cost  per  job  of,  say,  $  55,000  in  the  year  2000,  that  increase 
in  health  spending  actually  implies  a  sizeable  increase  in  the  nation's  health- 
care labor  force  (about  10  million  above  current  employment  levels) .  Furthermore, 
any  job  no  longer  filled  by  the  health  sector  most  probably  would  be  filled  by 
other  sectors.  It  is  a  fallacy  of  composition  to  assume  that  job  losses  in  one 
sector  of  the  economy  imply  job  losses  for  the  economy  as  a  whole. 

It  may  be  mentioned  in  passing  that  a  reduction  in  health-care  jobs  appears, 
to  be  underway,  even  now,  in  anticipation  of  health  reform.  Many  hospitals, 
insurance  companies  and  manufacturers  of  medical  equipment  and  supplies  have 
recently  announced  layoffs,  or  at  least  job  freezes.  It  would  be  wrong  to  depict 
them  as  an  unintended  by-product  of  health  reform.  They  are  fully  intended. 
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B.  The  Impact  of  Health  Reform  on  Particular  Segments  of  the  Health  Sector 

To  the  extent  that  a  future  health-reform  law  lies  on  managed  competition 
as  the  chief  vehicle  for  tunneling  money  to  the  providers  of  health  care,  such 
a  reform  would  have  major  effects  on  particular  segments  of  the  health  sector, 
even  if  the  overall  reduction  in  health  spending  were  as  modest  as  those  proposed 
by  the  President.  There  would  a  substantial  redistribution  of  that  money  among 
the  competing  claimants  within  the  health  system. 

It  is  widely  appreciated  the  world  over  that  under  any  fee -for -service 
system  the  providers  of  health  physicians,  hospitals  and  other  providers  of 
health  care  often  have  substantial  control  over  their  income,  because  often  it 
is  they  who  control  the  volume  of  services  prescribed  for  patients.  This  is  so 
whether  or  not  fees  are  regulated.  It  follows  any  piece  of  equipment  owned  by 
that  provider  represents  what  managerial  economists  call  profit  centers.  If  the 
activity  level  of  a  profit  center  rises,  it  bestows  revenues  and,  usually, 
profits  on  those  who  own  the  profit  center.  Fee -for -service  physicians  themselves 
are  profit  centers   in  this  sense. 

If  a  health  system  is  structured  as  a  mosaic  of  millions  such  profit 
centers,  any  surplus  of  equipment  and  personnel  tends  to  be  camouflaged  through 
rapid  increases  in  the  volume  of  services  rendered  to  patients .  That  tendency  can 
be  stemmed  only  through  rigorous  top-down  budgeting,  coupled  with  external 
utilization  review,  as  is  now  customary  in  Canada  and  in  Europe. 

Under  managed  competition  based  on  prepaid,  capitated  managed  care  that  is 
delivered  through  large,  vertically  integrated  health  plans,  the  physicians 
employed  by  or  affiliated  with  a  health  plan  and  any  piece  of  equipment  owned  by 
that  plan  becomes  what  managerial  economists  call  cost  centers.  Increases  in  the 
activity  of  a  cost  center  visits  costs,  not  profits,  on  those  who  employ  or  own 
the  cost  center  (i.e.,  the  health  plan) . 

In  other  words,  managed  competition  based  on  capitated  managed  care  stands 
the  economics  of  traditional  fee -for -service  systems  on  its  head,  with  profound 
consequences  for  those  seeking  incomes  in  the  health  system.  That  switch  may 
serve  to  reduce  the  overall  flow  of  dollars  to  the  health  sector.  Furthermore, 
it  is  apt  to  redirect  a  part  of  that  flow  from  those  who  lay  hands  on  patients 
to  those  who  manage  and  control  these  care  givers . 

Physicians:  A  major  shift  from  the  traditional  fee -for -service  system  (even 
one  with  regulated  fees,  such  as  Medicare  or  the  Canadian  health  system)  towards 
one  based  chiefly  on  managed  competition  with  capitated  managed  care  would  imply 
a  concomitant  conversion  of  physicians  from  self-employed  to  employed 
professionals.  That  conversion  could  have  momentous  economic  consequences  for 
physicians  in  general  and  for  medical  specialists  in  particular.  Indeed,  one  must 
wonder  why  American  physicians  view  managed  competition  as  superior,  from  their 
perspective,  to  a  regulated  fee-for-service  system. 

Empirical  research  suggests  that,  on  average,  well  managed  staff-  or  group- 
model  HMOs  can  serve  about  700  to  800  patients  per  physician,  with  a  mix  of 
physicians  more  heavily  weighted  towards  primary  care  than  is  the  existing  supply 
of  physicians.  That  number  implies  a  physician-to-population  ratio  of  about  125 
to  140  physicians  per  100,000  population.  By  contrast,  the  current  overall  ratio 
in  the  United  States  is  about  180  active  physicians  per  100,000  population 
(excluding  residents,  fellows  and  physicians  engaged  primarily  in  teaching, 
research  and  administration)'. 

If  one  lets  T  denote  the  overall  number  of  active  physicians  per  100,000 
population  available  to  the  health  system  (now,  as  noted,  about  180) ,  H  the 
average  number  of  physicians  required  per  100,000  patients  enrolled  in  well- 
managed,  capitated  health  plans  (say,  about  135  physicians  per  100,000 
enrollees)  ,  and  x  the  fraction  of  the  American  population  enrolled  in  such  plans, 
then  the  number  of  patients  left  over  per  physician  in  the  fee-for-service  sector 
(P)  can  be  calculated  as 


[1] 


Readers  may  wish  to  exercise  this  equation  on  their  own.  For  example,  if  about 
half  of  the  American  population  were  enrolled  in  well -managed  capitated  health 
plans  (x  =  0.5)  that  could  handle  about  750  enrollees  per  physician  (H  ■  133), 
and  if  the  overall  physician-population  ratio  in  the  nation  were  T  ■  180  per 
100,000  population,  then  physicians  remaining  in  the  fee-for-service  sector  would 
have  to  earn  their  living  from  only  about  440  patients  at  risk,  or  about  165  or 


*  The  deluded  phync.ni  loul  about  56  phyiicians  per  100.000  population)  In  this  connection,  tee  Kenneth  Rentmeesur  and  David 
Kindig.  •Pnyaician  Supply  by  Specialty  in  managed  Care  Organization!  "  Teatiroony  given  before  the  Phyiician  Payment  Review  Comnuiaioo. 
December  9.  1993 


88 


so  households5.  To  earn  their  current  average  annual  pre-tax  gross  income  of 
about  $400,000  per  physician,  fee-for-service  physicians  would  have  to  extract 
from  each  household  they  serve  an  average  of  about  $  2,400  per  year,  so  to  speak, 
just  to  maintain  their  customary  income  level  (which  is  now  about  $  180,000  after 
practice  expenses  and  before  taxes) .  By  comparison,  total  health  spending  per 
household  in  the  United  States  now  is  about  $  9,000,  of  which  about  20  percent 
(or  about  $  1,800)  represents  the  gross  income  of  physicians  and  about  12  percent 
their  pre-tax  net  income,  after  all  practice  expenses,  including  malpractice 
premiums.)  That  $  2,400  per  household  payable  strictly  to  the  fee-for-service 
physicians  under  our  hypothetical  scenario  would  have  to  come  on  top  of  the 
household's  spending  for  all  other  health  services. 

Such  a  scenario  would  put  the  fee-for-service  sector  under  severe  economic 
pressure,  for  it  would  have  to  compete  with  the  lower-cost  capitated  sector.  That 
economic  pressure  would  be  all  the  more  acute  for  medical  specialists  who  would 
be  driven  into  the  fee-for-service  sector  in  relatively  larger  numbers.  This  is 
so  because  tightly  managed  integrated  health  plans  tend  to  use  a  mix  of 
physicians  that  is  richer  in  primary  care  physicians  and  leaner  in  specialists 
than  is  the  overall  mix  of  physicians  in  the  United  States.  The  traditionally 
higher  incomes  of  medical  specialists,  and  the  relatively  higher  rates  of  return 
to  their  own  investment  in  education  and  training,  would  be  unlikely  to  persist. 
On  the  one  hand,  the  entry  of  specialists  into  the  managed- care  sector  would  be 
controlled  by  the  accountable  health  plans,  confronting  physicians  with  the  same 
harsh  market  constraint  faced  by  other  professionals  (e.g. ,  architects  of  college 
professors)  who  are  employed  rather  than  self-employed.  On  the  other  hand, 
however,  the  need  to  compete  with  the  premiums  quoted  by  the  accountable  health 
plans  would  also  put  a  limit  on  the  volume  of  services  self -employed  physicians 
could  bill.  In  the  end,  their  incomes  would  be  likely  to  move  closer  to  those  of 
primary  care  physicians,  whose  incomes  can  be  expected  to  rise  under  managed 
competition,  although  probably  not  to  full  equality. 

Some  proponents  of  health  reform  include  proposals  for  strict  public 
regulation  of  the  health-care  workforce- -especially  graduate  medical  education. 
It  is  proposed  that  medical  schools  be  encouraged  to  limit  class  size,  that  the 
overall  number  of  residency  slots  be  capped,  and  that  these  slots  then  be 
allocated  through  a  regulatory  mechanism  to  medical  specialties  and  to  regions 
within  the  United  States.  The  President's  reform  plan  has  echoed  many  of  these 
recommendations.  If  managed  competition  will  work  as  advertised,  however,  the 
need  for  such  heavy-handed  regulation  becomes  less  obvious.  One  would  expect  that 
the  medical  education  establishment- -particularly  the  students  within  it- -would 
be  able  to  read  and  to  respond  to  the  powerful  economic  signals  flashed  them  by 
the  competing  health  plans.  It  is  a  matter  worth  vigorous  exploration  as  part  of 
our  debate  over  health  reform. 

Hospitals:  Table  1  overleaf  presents  data  on  the  financial  performance  of 
American  hospitals  during  the  period  1988-1992.  The  table  shows  that,  on  average, 
American  hospitals  have  been  quite  profitable  in  spite  of  a  very  low  average 
occupancy  rate.  It  should  be  noted  that  the  profit  margins  shown  in  the  table 
(profits  as  a  percentage  of  revenues)  are  much  in  excess  of  those  registered 
during  the  1970s,  when  they  hovered  around  1  percent  or  so.  The  table  clearly 
illustrates  how  well  insulated  the  hospital  sector  has  been  from  the  normal 
workings  of  supply- and- demand.  It  is  hard  to  imagine  any  other  industry  staying 
profitable  at  so  low  a  capacity-utilization  ratio. 

Similar  excess  capacity  has  been  observed  also  in  imaging  centers.  In  a 
study  on  the  demand  for  and  supply  of  screening  mammography  in  the  United  States, 
for  example,  Brown,  Kessler  and  Rueter  reported  that,  by  1987,  the  United  States 
already  had  about  four  times  the  mammography  that  were  needed  at  the  then  current 
rates  of  usage.6  As  a  result  of  this  excess  capacity,  reported  the  authors,  the 
average  price  per  screening  mammography  (then  between  $110  and  $120)  had  to  be 
kept  much  above  the  price  that  would  have  been  necessary  to  amortize  a  fully  used 
machine  with  a  $  7  profit  margin  per  film  (then  about  $  50) .  Because  screening 
mammography  is  not  well  insured,  and  many  poor  Americans  do  not  have  health 
insurance,  the  surplus  capacity  of  mammography  equipment  had  the  perverse  effect 
of  pricing  many  poor  women  out  of  this  service'.  In  other  words,  we  denied  them 
access  to  these  machine  because  we  had  too  many  of  them  and,  therefore,  had  to 
keep  cost-covering  prices  artificially  high. 


5  According  io  the  United  Stout  Statistical  Abstract  1990  (Table  55).  the  average  size  of  household  in  the  United  States  in  1989  wis 
2  62  persons 

6  M    L.  Brown.  L  G    Kessler  ind  FO    Rueter.  "Is  the  supply  of  mammography  machines  outstripping  need  and  demand7'  AnnaU  of 
Internal  Medicine,  vol.  113.  1990.547-552. 

'    It  may  be  noted  that  the  Medicare  program  for  the  elderly  pays  only  the  efficient  price,  that  is.  a  price  aasuming  full  utilization  of 
the  machine  The  artificially  high  prices  have  been  supported  by  the  private-sector  payers,  for  reasons  not  obvious  ti 


89 


Major  indicators  for  hospital  financial  performance 

1988-1992 

Major  financial  indicators 

Median  values 

1992 

1991 

1990 

1989 

1988 

48.0 

49.0 

50.1 

49  9 

49  7           1 

Average  length  of  slay, 
case-mix  adjusted 

3.97 

4.16 

4.30 

4.34 

4.44 

%  Medicare  inpatient  days 

55. 3% 

53.9% 

52.9% 

51.8% 

51.0% 

%  Medicaid  inpatient  days 

9.99c 

9.1% 

8.2% 

7.3% 

6.9% 

%  Outpatient  revenue 

31.2% 

28.9% 

26.6% 

24.9% 

23.5% 

Average  age  of  plant 

8.40 

8.24 

8.10 

7.89 

7.71 

Long-term  debt  to  capitalization 

0.39 

0.40 

0.41 

0.41 

0.41 

Debt  service  coverage  ratio 

3.75 

2.66 

2.55 

2.39 

2.43 

Days  in  accounts  receivable  (net) 

71.8 

75.5 

77.3 

79.2 

76.8 

Days  cash  on  hand 

43.6 

37.3 

36.2 

345 

36.6 

Operating  profit  margin 

3.05 

2.19 

1.97 

1.32 

1.44 

Total  profit  margin 

4.51 

3.76 

3.57 

Souct  "»  Cowm  Prtonanct  of  US  lespatl  n»  ScuoSoM  IMEKW 

Cited  in  The  Zimmerman  Cash  Flow  Letter.  vcX.  3.  Number  12.  December.  1993.  p.  4. 

It  is  hard  to  imagine  chat  eicher  a  regulaced  fee -for -service  syscem  on  Che 
Canadian  model  or  a  properly  functioning  syscem  of  managed  competition  would 
Colerace  so  much  excess  capaciCy  in  inpatient  and  imaging  facilities.  Under  the 
first  regime  Che  excess  capaciCy  would  be  regulated  out  of  exiscence  chrough 
healch-seccor  planning.  Under  managed  competition,  price  competition  among  Che 
healch  plans  would  squeeze  ouC  Chat  waste.  No  accountable  health  plan  would 
support  with  its  funds  empty  hospitals  beds  or  unused  medical  equipment  for  very 
long. 

It  is  reasonable  to  suppose,  then,  that  health  reform  will  lead  to  a 
significant  consolidation  and  down-sizing  of  the  hospital  sector  and,  probably, 
the  bankruptcy  of  many  an  free-sCanding  imaging  cencer.  In  Che  hospieal  sector, 
the  reduction  of  excess  capacity  probably  will  ride  on  Che  back  of  Che  merger 
movement  that  is  now  in  full  swing  in  that  sector.  The  nature  of  competition  in 
our  health  sector  has  typically  been  over  anything  but  price.  Therefore,  it  had 
never  herecofore  made  ic  sensible  for  the  individual  hospital  to  eliminate  waste 
and  to  specialize  in  only  a  few  service  lines  that  could  be  fully  used.  When 
several  such  competing  hospitals  are  brought,  chough  merger,  under  Che  concrol 
of  one  managemenc,  ic  will  be  easy  Co  close  excess  facilicies  and  Co  have  each 
hospieal  specialize  more  narrowly. 

Entrepreneurs  specializing  in  consolidating  the  health  sector:  The  conso- 
lidation of  the  health  sector  and  its  decomposition  into  a  mosaic  of  competitive, 
vertically  integrated  networks  will  require  the  talents  of  financial,  legal  and 
organizational  consultants  and  of  entrepreneurs  bringing  them  together.  These 
professionals  and  entrepreneurs  will  find  many  new  economic  opportunities  in 
health  reform.  While  some  may  begrudge  chese  entrepreneurs  Che  high  fees  and 
incomes  chey  will  earn  in  the  process  of  squeezing  Che  excess  capaciCy  ouC  of  our 
currenc  healch  system,  from  a  national  perspective  their  incomes  will  be  well 
earned. 

It  has  become  obvious  during  the  past  two  decades  that  Americans  do  not 
take  kindly  to  capacity  constraints  through  formal  health  planning.  Americans  do 
not  respect  government  enough  to  accept  such  planning.  On  Che  ocher  hand,  ic  has 
become  equally  obvious  that  any  city  in  which  free  standing  hospitals  compete 
with  one  another  will  always  beget  excess  capacity.  Consolidation  of  ownership 
Chrough  mergers  probably  is  Che  only  means  Co  achieve  economy  in  Che  American 
hospieal  seccor.  These  mergers  will  be  a  necessary  by-producc  of  healch  reform. 
Indeed,  even  before  Congress  formally  legislates  on  healch  reform,  the  current 
merger  frenzy  in  our  hospital  sector  will  already  have  achieved  many  of  the  aims 
of  that  reform.  Some  of  the  short-term  unemployment  alluded  to  earlier  will  be 
a  consequence  of  that  activity. 


I 


The  Health  Insurance  Sector:  Genuine  health  reform  would  make  the  American 
health- insurance  sector  as  we  know  it  obsolete.  That  industry  long  ago  ceased  to 
serve  socially  desired  ends  by  its  failure  to  offer  Americans  a  portable 
insurance  product,  and  also  by  its  failure  to  offer  small  business  firms  and 
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individual  households  health  insurance  at  loss  ratios'  in  the  90 -percent  range 
(rather  than  the  remarkably  low  60  to  70  percent  -  range  typical  of  the  industry)  . 
Many  small  and  medium- sized  health- insurance  companies,  and  their  network  of 
brokers,  are  likely  to  withdraw  from  that  line  of  business  in  the  future.  They 
will  do  so  even  if  health-reform  failed  to  pass  the  Congress  next  year.  These 
small  insurance  companies  will  be  replaced,  on  the  one  hand,  by  the  vertically 
integrated,  accountable  health  plans  that  are  to  assume  the  underwriting  risk  in 
American  health  care  and,  on  the  other,  by  the  corporate  or  regional  health- 
alliances  that  are  to  assume  the  brokerage  function. 

The  large  insurance  firms,  however,  will  continue  to  have  an  important  role 
to  play.  With  their  huge  capital  base  and  actuarial  know-how,  they  are  in  an 
ideal  position  quickly  to  organize  and  accountable  health  plans  and  to  manage 
them.  In  the  process  of  doing  so,  they  will  replace  their  traditional  armies  of 
marketeers  and  brokers  with  a  new  breed  of  professionals  who  know  how  to  control 
utilization  and  costs  within  a  health  plan,  who  know  how  to  bargain  with  doctors, 
hospitals  and  others  selling  goods  or  services  to  the  plan,  who  know  how  to  keep 
enrolled  patients  happy,  and  who  know  how  to  keep  clinical  quality  high- -at  least 
in  theory.  Each  plan,  of  course,  would  retain  its  actuarial  capacity,  for  it 
would  need  to  calculate  annually  the  budget  (the  capitation  payment)  it  needs  to 
care  properly  for  its  potential  enrollees  and,  ex  post,  how  to  bargain  with  the 
health  alliance  over  compensatory  risk-adjustment  payments. 

It  is  in  the  management  of  the  health  plans,  then,  that  the  American  health 
sector  will  offer  many  new  economic  opportunities  for  the  yet  to  be  developed, 
new  breed  of  professionals  and  for  entrepreneurs  who  know  how  to  configure 
resources  in  such  a  market  and  how  to  game  that  market  (as  the  plans  surely 
will) .  Figure  3  illustrates  the  potential  for  such  gainful  employment.  The  graph 
shows  the  allocation  of  the  capitation  payments  collected  from  patients  for  three 
prominent  for-profit  health  maintenance  organizations  (HMOs) .  The  data  in  the 
graph  are  representative  of  that  type  of  HMO,  all  of  which  report  a  similar 
experience.  It  is  seen  in  the  graph  that  this  type  of  health  plan  now  pays  out 
only  about  80  cents  per  dollar  premium  for  health  care.  The  remainder  is  absorbed 
by  marketing,  administration  and  profits.  The  enormous  dollar  volume  represented 
by  the  roughly  20-percent  retention  factor  is,  of  course,  the  new  economic 
frontier  in  health  care  of  which  I  speak.  It  is  a  frontier  for  professionals 
other  than  those  who  actually  lay  hands  on  patients. 

FIGURE  3 

ALLOCATION  OF  PREMIUM  INCOME 
IN  THREE  HMOs,  1991 
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The  Producers  of  Medical  Technology:  Under  the  traditional,  open-ended 
American  health  system,  which  operates  to  this  day,  the  providers  of  health  care 
have  been  allowed  to  do  for  patients  more  or  less  whatever  they  see  fit  and  to 
send  the  rest  of  society  a  bill  at  prices  that  seemed  "reasonable."  Although  the 
public-sector  payers  have  long  ago  abandoned  this  open-ended  approach  to 
compensating  providers,  most  private -sector  payers  presented  with  such  a  bill 
still  tend  to  pay  it  without  reservations  or,  if  they  do  have  reservations,  they 
nevertheless  pay  the  bill,  because  the  capillary  system  described  earlier  has 
effectively  deprived  them  of  the  countervailing  power  they  would  need  to  resist 
the  providers  of  care . 


"   The  I 


■  is  defined  as  the  percentage  of  premiums  collected  by  the  insurer  thst  ire  pud  for  mediol  benefits 
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Naturally,  under  this  open-ended  approach  the  supply  side  of  the  health 
sector  has  become  a  rich  economic  frontier  that  has  attracted  both  the  genius  of 
private  entrepreneurship  and  its  relentless  search  for  mammon.  Technological 
innovation  has  flourished  under  this  open-ended  approach,  as  the  health  sector 
stood  an  old  adage  on  its  head:  Instead  of  "necessity  being  the  mother  of 
invention,"  it  has  made  "invention  the  mother  of  necessity."  Once  a  technical 
innovation  is  at  hand,  its  application  is  quickly  deemed  a  "medical  necessity," 
as  long  as  it  promised  any  additional  benefits  at  all  to  the  patient  and  as  long 
as  someone  stood  ready  to  pay  for  the  new-found  necessity.  Benefit -cost  ratios 
have  played  no  role  in  this  world,  because  the  denominator  of  that  ratio- -cost- - 
has  been  deemed  irrelevant.  Indeed,  even  to  consider  cost  remains  ethically 
unacceptable,  because  that  consideration  might  lead  to  the  "rationing"  of  health 
care,  which  is  still  deemed  unacceptable  on  its  face. 

Under  managed  competition,  society  as  a  whole,  or  individual  health  plans 
competing  for  patients  under  managed  competition,  establish  a  prospective  budget 
for  health  care  and  tell  the  providers  of  care  to  do  the  best  they  can  with  that 
budget.  As  noted  earlier,  under  that  system  the  equipment,  instruments  or 
supplies  bearing  new  medical  technology  convert  from  their  traditional  role  as 
profit  cancers  to  mere  cost  centers.  The  application  of  new  medical  technologies 
therefore  will  typically  be  subjected  to  rigorous  benefit  cost  analysis  before 
payment  for  such  technologies  will  be  made.  Merely  demonstrating  promised 
benefits  is  no  longer  sufficient  and  will  not  be  accepted  by  those  who  would 
stand  to  lose  from  applications  of  novel  technology  within  the  given  budget 
constraint . 

What  impact,  then,  would  a  massive  shift  of  the  Dnited  States  health  system 
from  its  traditional  expenditure -driven  financing  to  budget -driven  delivery  have 
on  the  pace  and  direction  of  technical  innovation?  Alternatively  put,  was  the 
traditional,  open-ended  deal  in  American  health  care  the  sine  qua  non  of 
satisfactory  technological  progress,  as  the  producers  of  that  technology 
sometimes  (and  quite  understandably)  assert? 

One  could  entertain  the  alternative  hypothesis,  namely,  that  some  tighter 
constraints  on  the  money  flowing  into  health  care  actually  might  serve  to  enhance 
the  pace  of  genuine  technical  innovation,  if  the  policy  were  structured  to 
squeeze  out  the  myriad  of  "me -too"  products  now  flooding  the  health  system  and 
succeeded  in  focusing  future  medical  research  more  narrowly  on  innovations  with 
superior  benefit-cost  ratios  (where  the  definition  of  "benefits"  may  ultimately 
involve  political  valuations) . 

To  be  sure,  a  point  could  eventually  be  reached  at  which  further 
constraints  on  health  spending  might  retard  the  development  of  even  highly 
desirable,  cost-effective  innovations.  A  plot  of  "useful  output"  on  "dollars 
funneled  to  the  medical  research  industry"  probably  traces  out  an  inverse  U- 
shaped  curve.  Ideally,  one  would  like  to  drive  the  system  toward  the  top  of  that 
curve.  The  proponents  of  managed  competition  evidently  think  they  can;  but  they 
should  think  twice . 

The  traditional  posture  among  the  providers  of  new  medical  technology  has 
been  that  it  is  greater  government  involvement  in  the  financing  of  health  care 
that  would  inevitably  impair  the  pace  of  technical  progress.  Ultimately,  however, 
the  public  servants  who  preside  over  public  health-care  budgets  must  be  mindful 
of  the  impact  that  their  decisions  will  have  on  the  research  enterprises  of 
private  pharmaceutical  and  device  manufacturers.  Political  levers  exist  to  alert 
public  servants  to  these  potential  impacts. 

By  contrast,  the  large,  vertically  integrated  health  plans  envisaged  by  the 
proponents  of  managed  competition  need  not  show  any  concern  over  the  larger 
social  impact  of  their  policies.  These  private  mega-buyers  will  know  that,  once 
a  new  medical  product  has  been  developed,  its  variable  production  costs  tends  to 
be  much  below  "fully  allocated  unit  costs,"  i.e.,  costs  including  the 
amortization  of  sunk  costs.  They  will  also  recall  from  business  school  that,  in 
the  short  run,  a  financially  pressed  private  competitor  will  sell  products  at 
prices  below  full  unit  costs,  as  long  as  these  prices  yield  positive 
"contribution  margins,"  defined  as  "price  minus  variable  unit  costs."  If  managed 
competition  thrusts  these  private  mega-buyers  into  fierce  price-competition,  then 
they  may  well  become  equally  fierce  raiders  on  the  contribution  margins  of 
pharmaceutical  and  device  manufacturers,  and  thereby  detract  from  these 
producers'  efforts  at  research  and  development 

Tough  price  competition  forced  on  producers  with  relatively  high  fixed 
costs  and  relatively  low  variable  costs  does  not  always  produce  salutary  results . 
We  witnessed  it  in  the  production  of  passenger  planes  during  the  1970s,  when  the 
producers  of  airbuses'  demolished  one  another's  profit  margins.  We  are  witnessing 
it  today  in  the  airlines  and  hotel  industries  whose  prices  fail  to  cover  full 
costs.  We  may  be  witnessing  it  shortly  in  the  pharmaceutical  and  the  medical 
device  industries. 


J  The  Boeing  Corporation  with  its  747  senei.  the  Lockheed  Corporation  with  iu  L 101 1  TnSur.  the  McDonnell-DouglMCoiporati 
;  DC  10  tnd  the  European  Airbus  Industrie  with  iti  A-300  airbm  icnes. 


92 


It  remains  to  be  pondered  just  whose  department  the  financing  of  technical 
innovation  in  medicine  should  become  if  the  private  mega-buyers  successfully 
shirk  that  burden.  For  all  we  know,  the  government  ultimately  may  have  to  protect 
this  effort  from  the  inroads  of  the  private  mega-buyers. 

Academic  Medical  Centers  and  Teaching  Hospitals:  What  has  been  said  about 
the  investor-owned  producers  of  new  medical  technology  also  applies,  mutatis 
mutandi,  to  the  not-for-profit  institutions  that  currently  are  the  setting  of 
medical  education  and  much  medical  research:  the  nation's  academic  medical 
centers  and  teaching  hospitals.  These  institutions  have  traditionally  financed 
education  and  research  with  more  or  less  hidden  cross -subsidies  from  revenues  for 
patient  care.  If  managed  competition  reigns  supreme  in  American  health  care,  then 
these  institutions  will  be  welcome  partners  in  the  competitive,  integrated 
networks  only  to  the  extent  that  their  three  product  lines- -care  of  patients, 
teaching  and  research- -can  be  more  clearly  delineated  and  marketed  as  separate 
products. 

Medical  research  is  generally  considered  an  inherently  public  good.  A  solid 
case  can  therefore  be  made  for  public  financing  of  that  activity.  Because  the 
benefit  from  graduate  medical  education  is  captured  mainly  by  the  trainee,  these 
institutions  could,  in  principle,  charge  their  students  (residents)  a  tuition  fee 
for  the  training  they  impart,  just  as  a  master  under  the  traditional 
apprenticeship  system  could  charge  the  apprentice  a  fee.  That  approach,  however, 
is  unlikely  to  be  politically  feasible  or  practical.  Under  managed  competition, 
graduate  medical  education,  too,  will  require  more  explicit  and  more  generous 
public  support. 


III.   THE  ECONOMIC  IMPACT  OF  HEALTH  REFORM  ON  HOUSEHOLDS 

Health  reform  will  affect  households  in  their  role  as  payers  for  health 
insurance  and  as  recipients  of  health  care. 

Health  Insurance:  Most  health- reform  proposals  seek  to  eliminate  the 
ability  of  health- insurers  to  charge  the  insured  what  is  called  actuarially  fair 
premiums,  that  is,  premiums  that  reflect  the  health  status  of  the  insured.  The 
thrust  of  these  proposals  is  to  eliminate  the  ability  of  insureres  to  exclude 
pre-existing  conditions  from  coverage,  to  screen  out  high  risk  households  and  to 
shift  towards  community -rated  premiums .  These  strictures  imply  a  redistribution 
of  the  overall  cost  of  health  insurance  from  high-risk  to  low-risk  households. 

If  health- reform  is  to  beget  genuinely  universal  health- insurance  coverage 
at  premiums  tailored  to  the  individual  household's  ability  to  pay,  then  that 
reform  will  also  somehow  have  to  redistribute  purchasing  power  from  the  higher- 
income  to  the  lower-income  groups  in  society.  That  redistribution  is  illustrated 
in  Figure  4,  which  shows  the  distribution  of  family  income  in  the  United  States 
in  1990.  It  is  seen  that  about  17%  of  American  households  had  an  annual  family 
income  of  $  IS,  000  or  less  in  1990.  The  question  is,  what  fraction  of  the  average 
annual  health- insurance  premium  (generally  about  $  4,000  for  a  family  of  four  or 
more)  such  families  can  ethically  be  asked  to  pay  out  of  their  own  income.  That 
question  arises  explicitly  if  health- insurance  is  to  be  financed  with  the  so- 
called  individual  mandate.  But  it  arises  also  if  health- insurance  is  financed 
with  an  employer  mandate,  because  the  bulk  of  the  premiums  paid  by  employers  on 
behalf  of  their  employees  appears  to  be  shifted  back  to  the  individual  employees 
in  the  form  of  lower  take-home  pay'0. 


10  In  this  connection,  see  U.  E.  Reinhardt,  "Health  Spending  and  American  Competitiveness,'  Health 
Attain,  Winter,  1989;  pp.  6-21.  The  argument  that  the  bulk  of  employer-paid  fringe  benefits  come  out  of  the 
take-home  pay  of  employees  is  developed  fuHy  In  that  paper. 
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FIGURE  4 

THE  DISTRIBUTION  OF  FAMILY  INCOME  IN  THE  UNITED  STATES 

HEALTH  REFORM  TRANSFERS  PURCHASING  POWER  FROM  THE  TOP  TO 
TO  THE  BOTTOM  HALF  OF  THE  INCOME  DISTRIBUTION 
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SOURCE:  CURRENT  POPULATION  REPORTS,  SERIES  P-60,  NO.  174,  1991. 

Much  has  been  made  in  Che  prea  about  the  number  of  Americans  who  would  pay 
higher  or  lower  health- insurance  premiums  under  the  President's  plan.  In  the 
previously  cited  study  by  Lewin-VHI,  Inc.,  52.5  percent  of  families  are  predicted 
to  spend  less  for  health  insurance  and  the  remainder  more".  Such  assessments, 
however,  should  be  viewed  cautiously,  because  the  "more"  or  "less"  compare  apples 
and  oranges.  The  baseline  for  such  comparison  is  not  health- insurance;  it  is  what 
I  have  earlier  referred  to  as  "health-unsurance, "  that  is,  a  brittle  insurance 
product  that  is  attached  to  a  particular  job  in  a  particular  industry  and  that 
vanishes  with  that  job.  The  premiums  paid  under  the  President's  plan,  however, 
refer  to  a  portable  insurance  product  that,  unlike  health-unsurance,  bestows 
genuine  peace  of  mind  on  the  family.  It  is  simply  not  meaningful  to  speak  of 
"higher"  or  "lower"  premiums  when  comparing  such  vastly  different  insurance 
products . 

Tb*  Prospect  of  'Rationing*:  Probably  the  most  bizarre  aspect  of  this 
nation's  debate  on  health  reform  has  always  been  its  treatment  of  "rationing." 
As  I  have  noted  in  previous  testimony  before  the  Congress,  to  the  detached 
observer,  it  is  amusing  to  behold  hand-wringing  over  the  prospect  of  rationing 
inherent  of  this  or  that  health- reform  proposal- -hand-wringing  that  seems  to 
occur  in  blissful  ignorance  of  the  fairly  harsh  price -rationing  that  has  always 
been  an  integral  part  of  the  American  health  system17. 

In  Webster's  ninth  Collegiate  Dictionary  "rationing"  is  defined  as  "to 
distribute  equitably."  By  contrast,  those  who  assert  that  rationing  is  a  feature 
of  foreign  health  systems,  but  not  of  the  American  system,  appear  to  define 
rationing  as  the  withholding  of  something  beneficial  from  someone  who  would  have 
been  willing  and  able  to  pay  for  that  something.  On  that  definition,  the 
withholding  of,  say,  needed  health  care  from  someone  unwilling  to  pay  for  it 
(because  he  or  she  is  unable  to  pay  for  it)  is  not  rationing,  or  at  least  not  the 
type  of  rationing  to  be  deplored.  It  is  a  highly  elitist  concept  of  the  term.  I 
take  it  to  be  the  most  commonly  used  meaning  of  the  term. 

Economists  generally  define  rationing  as  the  withholding  of  something  from 
someone  who  desires  the  thing,  by  whatever  means.  Ever  precise,  economist 
distinguish  between  price-rationing  and  non-price  rationing.  They  render  no 
relative  value  judgement  on  the  two  approaches  to  rationing.  Furthermore,  in 
their  writing  and  lecturing  at  universities,  economists  generally  offer  the 
following  proposition,  either  explicitly  or  implicitly": 


Lewi».VHL  bK  ,  o»  eu.  Raw*  ES-7. 


''  Uwe  E  Reinhardt.  "On  the  Economics  ind  Elhic!  of  Rationing  Health  Care  •  Statement  presented  to  the  United  Sutei  Congresi. 
Senate  Committee  on  Aging.  Hearing  on  Who  ti.rj.  Who  Dim.  Who  Decide!  The  Eouei  of  Rationing  Heoufi  Core  Weahington.  D  C  .  June 
19.  1991 

"  Sw.  for  eiample.  Victor  Fucha.  "Health  Care  and  the  United  State!  Health  System  An  Easay  in  Abnormal  Fhjmology.-  The  Mtlbonk 
Memorial  Quarterly.  Apnl.  1972.  p    214 
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An  efficient  health  system  is  one  that  systematically  rations  health 
care  in  the  sense  that  it  withholds  from  patients  potentially 
beneficial  medical  interventions  purely  for  the  sake  of  saving 
resources.  A  health  system  that  does  not  ration  health  care  in  this 
sense  is  unlikely  to  be  efficient. 

Economists  derive  this  proposition  from  the  basic  economic  principle  that  no 
economic  activity  (including  health  care)  should  ever  be  expanded  beyond  the 
point  at  which  the  incremental  benefit  from  additional  units  of  that  activity 
cover  the  incremental  cost  of  that  expansion.  Because  these  incremental  costs 
tend  to  be  always  positive,  it  follows  that  expansion  of  the  activity  (e.g., 
additional  diagnostic  testing  or  office  visits  or  hospital  days)  should  stop 
while  the  benefits  from  yet  further  expansion  of  the  activity  (e.g.,  further 
testing)  are  still  positive14. 

Physicians  and  politicians  and  most  people  not  trained  in  economics  may 
have  trouble  with  that  proposition.  Many  of  them  find  it  outrageous.  But  that  is 
what  every  card-carrying  economist  preaches.  The  members  of  this  Committee  should 
sharply  query  every  economist  appearing  before  them  on  this  point  and  have  them 
go  on  record  with  that  principle,  because  it  is  only  fair  that  economists  be 
forced  profess  in  the  open  arena  of  public  policy  what  they  profess  as  professors 
in  the  class  room. 

Will  health-care  reform  lead  to  rationing?  It  had  better  do  so,  if  that 
reform  is  to  lead  to  an  efficient  health  system.  In  fact,  of  course,  we  are  not 
talking  about  imposing  rationing  upon  a  system  that  has  hitherto  eschewed  it .  We 
are  really  talking  only  about  reallocating  the  pain  of  rationing. 

At  this  time,  the  united  States  certainly  withholds  many  beneficial  medical 
intervention  from  poor  families  without  health  insurance.  Because  it  is  rationing 
by  price  and  ability  to  pay,  many  observers  simply  do  not  call  it  'rationing," 
but  it  is  that  just  the  same,  under  a  reformed  health  system  with  universal 
health  insurance,  the  burden  of  rationing  will  be  lifted  substantially  from  the 
shoulders  of  low- income  uninsured  families.  The  price  of  that  reform  may  be  some 
mild  rationing,  at  the  fringes,  for  the  bulk  of  the  middle  class  that  has 
hitherto  been  spared  it.  That  mild  rationing  is  easiest  practiced  within  the 
context  of  capitated  managed  competition,  because  then  it  is  done  implicitly, 
within  the  context  of  private  health  plans,  on  an  ad  hoc  basis.  On  the  other 
hand,  most  patients  probably  will  not  even  been  aware  that  they  axe  subject  to 
rationing  in  that  setting. 

Might  this  prospect  lead  to  abuse?  It  might,  of  course.  One's  only  hope 
is  that  competition  among  the  accountable  health  plans  on  the  basis  of  price, 
quality  and  patient -satisfaction  scores  would  put  a  natural  limit  to  the 
rationing  that  might  otherwise  occur.  It  is  a  matter  that  will  bear  sustained 
watching . 


14     In  thu  connection.  lee  alio  Uk  E    Rewhardt.  'Global  Budgeting  in  German  Health  Care:  Inugba  far  *■»<■,'  Datiemc 
Again .  vol  2.  Winter  1993/94.  pp    l<0-iaa  aaaarimfrSm  am-rmn  a»  "Vimr.  PnatrrT*"1  ^^"aa™**^  ■»<tf»«i»f-' Pf>    l»5-!°« 
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Mr.  Stark  [presiding].  I  thank  the  panel. 

Dr.  Steuerle,  you  talk  about  the  employer  mandate  causing  some 
dislocation.  Let  me  try  this  as  an  alternative. 

If  we  set — and  I  use  this  as  a  model,  the  minimum  wage  in- 
creases, and  supposing  that  we  could  provide  a  very  minimum  plan 
for  75  cents  an  hour  per  worker,  leave  aside  for  a  minute  spouses 
and  children,  and  then  on  top  of  that  revenue  we  do  some  kind  of 
either  a  tax  or  an  increased  payroll  tax  on  higher-priced  employers, 
I  guess  I  would  ask  each  of  you,  would  that  be  somewhat  less  dis- 
rupting, if,  by  the  way,  an  employer  already  provided  the  benefit, 
they  would  get  a  credit  against  that  minimum  wage  increase. 

So  the  minimum  wage  increase  of  75  cents  would  be  directed 
only  toward  providing  a  minimum  health  benefit.  If  you  did  it,  you 
wouldn't  have  to  pay  the  cash,  the  additional  cash.  Would  you  be 
more  comfortable  with  that  as  being  less  disrupting? 

Mr.  STEUERLE.  I  am  not  sure  the  term  disruptive  would  be  right 
and  I  am  not  sure  I  fully  comprehend  the  plan,  Mr.  Stark,  but  my 
sense  is  that  you  would  redistribute  essentially  who  would  bear  the 
burden.  So  if  the  burden  is  not  borne  as  much  by 

Mr.  STARK.  It  wouldn't  be  subsidizing  the  low  income.  All  you 
would  say  is  that  every  employer  in  the  country  would  pay  75  cents 
an  hour  toward  health  benefits.  Those  that  are  already  paying  it 
obviously  would  not  have  an  increase  in  their  wage  base.  They  are 
doing  it.  It  would  only  be  those  small  businesses  who  do  not  now 
provide  health  insurance.  And  rather  than  talk  about  a  percentage 
and  the  subsidy,  I  would  suggest  to  you  that  it  is  the  $4.25  mini- 
mum wage.  Seventy-five  cents  an  hour  isn't  going  to  break  anybody 
who  isn't  going  to  go  broke  anyway. 

Mr.  Steuerle.  I  don't  believe  the  principal  employment  effects  of 
this  bill  are  at  the  minimum  wage.  I  do  think  that  there  are  mod- 
est effects  at  the  minimum  wage  primarily  affecting  teenagers  and 
secondary  workers  in  the  family.  I  don't  think  that  is  the  only 
issue.  But  again,  if  that  was  the  only  cost,  the  gain  from  national 
health  insurance  probably  would  be  quite  worth  it. 

The  major  employment  effects  that  I  worry  about  are  the  lower 
labor  supply,  for  instance,  of  individuals  near  retirement,  which 
isn't  a  minimum  wage  effect.  It  comes  because  one  would  get 
health  insurance  without  necessarily  having  to  work.  I  also  worried 
about  applying  a  subsidy  at  the  employer  level  because  of  its  effect 
upon  the  shifts  of  workers  from  one  type  of  firm  to  another,  which 
I  thought  was  unreasonable. 

Mr.  Stark.  Now,  you  suggest  that  the  cost  containments  are  in- 
credibly ambitious,  and  Uwe  says  they  are  modest.  Do  you  guys 
want  to  fight  that  out  a  little  bit,  and  why?  What  is  the  difference 
here,  in  your  assessment  of  the  President's  cost  containment? 

Mr.  Steuerle.  I  think  actually  they  may  be  reconcilable.  My 
point  concerns  the  5-year  baseline  under  which  reform  is  being  con- 
sidered and  which  derives,  as  you  know,  the  decisionmaking  pro- 
cess of  Congress.  We  deal  in  a  5-year  budget  with  a  baseline  that 
I  believe  projects  costs  growing  at  too  high  a  rate. 

I  look  at  what  is  happening  to  the  health  care  sectors  and  while 
substantial  growth  is  possible,  I  just  believe  that  there  are  other 
enormous  forces  out  there.  If  the  nonhealth  sectors  aren't  going  to 
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be  able  to  grow  much  at  all,  the  incentives  for  them  to  pull  in  and 
constrain  health  costs  are  high  even  over  the  short  run. 

There  is  a  different  issue  with  respect  to  your  asking,  as  in  Mr. 
Bosworth's  testimony,  whether  once  past  that  5-year  period,  you 
can  all  of  a  sudden  bring  a  very  high  growth  rate  in  health  costs 
to  a  screeching  halt. 

I  should  also  mention  that  I  don't  know  any  projection  here  that 
even  deals  with  the  issue  of  what  happens  when  trie  baby-boomers 
retire.  The  years  in  the  late  1990s  are  years  of  reprieve  when 
health  costs  should  be  able  to  grow  modestly,  because  we  have  a 
small  group  of  elderly  people  coming  onboard,  not  a  large  one. 

Mr.  Stark.  I  am  sorry,  Mr.  Bosworth,  I  described  your  incredibly 
ambitious  comment  as  Uwe.  Do  you  agree  with  Dr.  Steuerle  on 
that? 

Mr.  Bosworth.  I  would  make  the  distinction  in  the  time  over 
which  you  want  to  do  it.  What  I  find  incredible,  I  think  impossible, 
in  fact,  to  suggest  that  this  industry,  which  has  had  this  steady  in- 
crease, when  you  look  at  the  historical  data,  what  you  are  struck 
at  is  how  steady  it  is.  Every  single  damn  year  it  goes  up.  And  I 
just  don't  see  how  in  a  3-year  period  you  can  stop  that. 

In  the  long  run,  I  fully  agree  with  Professor  Reinhardt  that  there 
is  lots  of  waste  in  this  system,  that  there  could  be  increased  effi- 
ciency. I  would  only  remark,  as  I  think  I  did  in  my  testimony,  I 
don't  know  of  any  economic  evidence  that  government  is  particu- 
larly good  at  finding  and  getting  rid  of  waste.  I  don't  see  the  mech- 
anism in  here  that  is  going  to  achieve  this  in  as  short  a  time 
period. 

If  you  phased  it  out  to  a  longer  period  of  time,  I  think  all  of  the 
international  studies  and  others  suggest  that  there  is  room  to  dra- 
matically slow  U.S.  health  care  cost  increases,  but  not  painlessly. 
It  will  hurt  people.  There  will  be  some  sacrifices. 

What  I  resent  about  the  program  is  the  free  lunch  idea.  They  can 
give  you  more  benefits,  and  it  is  going  to  cost  you  less. 

Another  term  I  would  use  with  that  is  Reaganomics,  and  it 
doesn't  work.  People  have  to  realize,  there  are  important  reasons 
for  doing  these  things,  but  they  are  likely  to  cost  us  more  money 
in  the  short  run.  And  getting  the  total  cost  down  will  make  hard, 
difficult  choices. 

Mr.  Stark.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Bosworth,  in  referring  to  the  ta- 
bles that  show  employers'  costs  for  health  insurance,  I  note  that 
they  have  been  computed  on  a  full-time  equivalent  worker  basis. 
For  industries  with  a  significant  number  of  part-time  workers — and 
in  my  area,  there  are  a  tremendous  amount  of  part-time  workers — 
how  would  the  results  differ? 

Mr.  Bosworth.  They  get  more  dramatic.  We  did  it  on  a  full-time 
equivalent  basis  to  reduce  the  variation  that  some  people  would 
say,  oh,  you  got  a  whole  bunch  of  part-time  workers  in  there,  and 
so  that  makes  health  care  costs  per  worker  in  health  care  trade 
look  low.  So  we  converted  to  full  time.  If  you  have  the  regular 
worker  data,  we  have  that  as  well. 

The  variation  among  industries  is  even  bigger.  So  when  you  flat- 
ten that  out  and  make  everybody  pay  the  same,  there  are  huge 
winners  and  losers. 
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Chairman  Rostenkowski.  Well,  I  have  discussed  this  with  some 
of  my  part-time  employers,  and  the  estimate  for  one  of  the  larger 
operations  in  the  city  of  Chicago  is  that  the  cost  would  go  from 
$7,000  per  worker  on  a  part-time  basis  to  $11,000,  without  ques- 
tion. 

There  would  be  a  $4,000  increase  in  costs  with  respect  to  the  pro- 
gram that  the  administration  has  suggested. 

Mr.  Bosworth.  That  is  an  awfully  high  number,  the  $7,000,  but 
the  shift  from  full  time  to  part  time,  the  order  of  magnitude  of  dif- 
ference between  the  two  is  about  what  we  were  getting  as  well.  But 
I  think  in  a  lot  of  plans,  people  are  suggesting  that  part-time  em- 
ployer would  only  pay  a  portion  of  the  health  care  cost. 

I  think  what  would  happen  is  you  would  see  a  lot  of  part-time 
employment  go  away.  An  awful  lot  of  part-time  employment  in  the 
United  States  is  designed  to  try  to  avoid  paying  for  health  care 
costs,  and  from  my  own  perspective,  I  would  like  to  eliminate  a  lit- 
tle bit  of  that.  I  don't  think  this  move  toward  reliance  on  part-time 
employment  for  that  reason  is  a  good  idea. 

Chairman  Rostenkowski.  Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

I  would  hope  that  reasoned  analysis,  such  as  you  gentlemen  give, 
would  drive  the  outcome  in  this  process.  I  am  not  optimistic. 

Mr.  Chairman,  I  would  like  to  publicly  thank  C-SPAN  for  cover- 
ing this.  I  noticed  as  soon  as  the  Governors  left,  most  of  the  media 
left  the  room.  For  those  who  are  still  here,  I  also  appreciate  your 
willingness  to  stay  and  deal  with  what  I  consider  to  be  the  real 
concerns  of  this  structure,  and  that  is  do  you  think  the  way  in 
which  some  of  the  numbers  are  being  presented  really  do  not  tell 
the  whole  story  and  that  oftentimes  the  areas  over  which  we  spend 
a  lot  of  time  debating  are  not  that  important,  compared  to  some 
other  very  real  concerns  that  I  share  with  you  in  analyzing  this 
area. 

This  business  of  the  employer  mandate  has  been  vexing,  because 
you  know,  businesses  don't  pay  for  anything,  and  I  think  I  saw  a 
chart  presented  earlier  that  I  think  was  accurate — I  think  it  was 
yours  where — you  know,  you  either  get  it  from  reduced  profits  or 
you  get  it  from  customers  paying  more,  or  you  get  it  from  the  em- 
ployee. I  have  seen  some  studies  that  show  that  85  percent  comes 
from  the  employee. 

In  addition  to  that,  the  Clinton  plan  has  about  a  $10  billion  in- 
creased cost  for  the  Department  of  Labor  to  set  up  a  structure  for 
purposes  of  managing  and  extracting  and  redistributing  the  em- 
ployer-mandated sums. 

I  am  going  to  invite  your  attention  to  H.R.  3704,  which  is  a  bill 
that  I  am  cosponsoring  with  Senator  Chafee  on  the  Senate  side, 
who  at  least  tried  to  attack  this  with  the  employee  carrying  the 
burden  through  the  Tax  Code.  It  is  a  voucher  which  is  a  front-load- 
ed tax  credit  kind  of  an  arrangement,  beginning  at  90  percent  of 
the  poverty  level  and  working  its  way  up  to  240  percent  of  the  pov- 
erty level,  if  the  savings  are  achieved,  certified  by  the  Office  of 
Management  and  Budget.  This  is  an  attempt  to  get  away  from  all 
of  these  economic  analyses  of  the  Clinton  plan.  I  think  everybody 
agrees  that  the  Clinton  plan's  numbers  fit,  and  Dr.  Bosworth,  your 
comments  I  think  were  right  on. 
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I  don't  want  to  spend  any  time  arguing  about  whether  the  num- 
bers fit  or  not.  I  want  to  spend  time  arguing  about  whether  or  not 
they  are  achievable,  because  I  don't  believe  they  are.  I  don't  think 
the  budgetary  controls  will  produce  the  kinds  of  savings,  and  I 
don't  think  we  will  make  the  spending  cuts  in  terms  of  a  commit- 
ment of  will  that  will  make  the  system  work.  Benefits,  yes.  Pay- 
ment for  those  benefits,  no. 

Dr.  Steuerle,  I  don't  think  people  appreciate  the  incentives  of 
health  care  as  much  as  they  should,  because  the  argument  on  the 
one  hand  is  that  we  are  driven  to  examine  this  area  because  for 
the  first  time,  people  who  have  insurance  are  talking  about  not  get- 
ting it  over  the  dinner  table.  And  if  in  fact  you  offer  it  for  early 
retirement,  why  in  the  world  aren't  people  seeing  this  as  a  major 
incentive  to  changing  decisions,  not  just  in  terms  of  the  workplace, 
but  in  terms  of  retirement,  the  timing  of  retirement,  and  when  and 
how  you  retire. 

The  incentive  of  the  early  retirement  throws  all  of  our  previous 
projections  off,  in  terms  of  consumption  of  Social  Security,  when 
and  how.  The  idea  of  trading  off  for  lower  retirement  years  versus 
reduction  in  payments  and  all  the  rest,  and  there  has  been  no  inte- 
gration in  terms  of  the  interaction  in  these  areas,  and  your  com- 
ments were  excellent  in  that  area. 

I  like  the  idea  of  dealing  with  the  building  block  approach  and 
not  calling  it  piecemeal.  Any  time  somebody  talks  about  attacking 
this  on  an  ongoing  basis,  immediately  uses  the  term  piecemeal.  I 
don't  see  it  as  piecemeal;  I  don't  see  us  doing  a  very  good  job  if  we 
put  it  all  together  by  the  fall  of  this  year  in  a  package  which  offers 
universal  coverage  and  an  employer-mandated  payment  structure. 
I  think  the  building  block  approach  is  a  very  good  one. 

And  then  let  me  finally  say,  once  again,  thank  you  for  your  testi- 
mony, as  much  for  the  written  as  your  verbal.  Anybody  that  doesn't 
think  that  reducing  costs  deals  with  choice  and  quality  doesn't  un- 
derstand the  trade-off.  The  problem  of  course  is  who  it  is  going  to 
affect.  And  when  you  get  into  the  politics  of  health  care,  you  are 
talking  about  which  people  within  the  health  care  industry  are 
going  to  be  winners  and  losers,  which  to  me  is  the  politics  of  health 
care.  But  the  politics  of  health  care  is  exactly  what  you  were  talk- 
ing about  in  terms  of  who  gets  what,  when  and  how. 

For  the  bulk  of  the  people  who  have  health  insurance  now,  to  de- 
fine successful  reform  as  paying  more  and  getting  less  is  not  a  very 
good  political  formula.  But  that  is  basically  what  you  are  going  to 
have  to  sell.  You  are  going  to  have  to  convince  the  bulk  of  the  peo- 
ple that  they  are  probably  going  to  have  to  get  a  little  bit  less  and 
pay  a  little  bit  more  for  the  overall  structure  to  really  work. 

Finally,  I  don't  know  how  we  continue  to  pound  on  this  point,  but 
once  again,  all  of  you  have  focused  on  this  business  of  the  risk  ad- 
justment mechanism,  how  important  it  is  under  any  plan,  more  so 
under  the  Clinton  plan  than  others,  and  how  impossible  it  cur- 
rently appears  to  be.  The  idea  that  you  simply  put  a  line  in  that 
the  National  Health  Board  is  going  to  deal  with  the  risk  adjust- 
ment mechanism  and  that  we  are  going  to  have  community  rating 
doesn't  bring  it  about,  and  without  it,  the  system  can't  work. 
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Thank  you  very  much  for  your  testimony.  I  will  give  you  a  copy 
of  H.R.  3704  and  I  invite  your  reactions  to  the  pluses  and  the 
minuses  as  we  grapple  with  this. 

Once  again,  Mr.  Chairman,  I  want  to  thank  C-SPAN  for  covering 
this  kind  of  testimony.  These  are  the  kinds  of  questions  we  need 
ultimately  to  deal  with  in  this  committee.  Thank  you. 

Chairman  Rostenkowski.  Should  we  consider  that  a  C-SPAN 
question  or  an  observation? 

Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

I  also  want  to  compliment  all  three  of  the  witnesses  on  this  panel 
for  the  contributions  that  they  have  made  to  this  hearing  and  to 
the  health  care  debate.  I  think  this  panel  and  this  hearing  are 
about  what  impact  the  health  care  reform  proposals  will  have  on 
our  economy  or  on  the  work  force.  Many  people  have  testified  that 
one  of  the  major  problems  we  have  in  health  care  are  the  small 
number  of  people  trained  in  primary  health  care  and  whether  we 
have  the  right  allocation  in  the  work  force  of  people  trained  in  pri- 
mary health  care. 

On  the  last  panel  several  references  were  made  to  going  to  emer- 
gency rooms  rather  than  going  to  primary  health  care  pnysicians. 
It  was  very  interesting,  Dr.  Reinhardt,  in  your  testimony  you  point 
to  the  fact  that  if  managed  care  works  or  if  the  health  care  reform 
proposals  are  successful,  that  there  should  be  a  natural  evolution 
of  physicians  to  the  primary  care  fields,  and  those  trained  in  the 
high-cost  specialty  fields  would  be  naturally  diminished  because 
there  wouldn't  be  a  market  for  that  within  the  managed  care  plans 
that  are  being  offered. 

I  guess  I  would  at  least  like  to  challenge  you  a  little  bit  on  that 
assessment.  The  President's  program  has  specific  proposals  that 
would  require  that  there  be  certain  residency  slots  in  primary  care 
and  less  residency  slots  in  high-cost  specialty  areas  as  an  effort  to 
try  to  get  more  pnysicians  trained  in  primary  health  care. 

If,  in  fact,  the  managed  care  programs  on  their  own  would 
change  the  training  practices  of  medical  school  graduates  into  pri- 
mary health  care,  why  haven't  we  seen  any  trend  among  our  resi- 
dency training  of  more  physicians  into  primary  health  care?  My  in- 
formation is  that  we  haven't  really  seen  that.  We  still  see  medical 
schools  graduating  more,  and  more  of  their  medical  school  grad- 
uates being  trained  in  residency  and  high-cost  specialty  areas. 

Why  should  we  trust  just  managed  care  alone  to  adjust  for  the 
numbers  of  our  students  going  into  residencies  and  primary  care? 

Mr.  Reinhardt.  Congressman  Cardin,  the  students  in  the  past 
and  to  this  day  are  responding  to  the  market  that  is  out  there.  At 
this  time  we  have  less  than  12  percent  of  the  U.S.  population  and 
most  of  those  are  not  the  staff  and  group  models  I  am  referring  to 
in  the  paper.  These  students  see  a  private  health  insurance  market 
that  has  always  vastly  overpaid  specialists  and  underpaid  primary 
care  doctors,  for  reasons  no  one  can  explain. 

As  you  know,  the  government  (that  is,  Medicare)  doesn't  do  that 
any  more,  because  the  Congress  introduced  the  new  Medicare  fee 
schedule  that  redresses  that  imbalance.  But  the  private  market  has 
always  paid  the  specialists  as  if  we  had  a  shortage  of  them  and  has 
paid  the  primary  care  doctors  as  if  we  had  a  surplus  of  them.  So 


100 

it  is  the  private  sector  that  has  caused  the  problems.  I  have  never 
seen  the  private  payers  defend  their  policies.  They  have  simply 
paid  that  way. 

If  you  had  managed  competition,  the  medical  schools  would  re- 
spond to  the  new  signals,  and  the  students  themselves  would,  too, 
because  they  invest  their  lives  in  their  careers.  They  will  be  very 
quick  to  respond  to  different  signals. 

You  also,  of  course,  in  many  ways  subsidize  graduate  medical 
education.  You  could  use  these  subsidies  to  steer  students  one  way 
or  the  other,  without  having  a  formal  allocative  method  where  you 
have  x  residency  slots  to  give  to  Massachusetts  and  then  apportion 
these  slots  to  Beth  Israel,  to  the  Mass.  General,  and  so  on.  I  per- 
sonally think  it  wouldn't  be  wholesome  for  the  government  to  be  in 
that  business. 

Finally,  many  medical  students  are  deeply  indebted  upon  grad- 
uation. Many  people  deplore  that.  I  have  written  a  paper  as  a  Com- 
missioner for  the  Physician  Payment  Review  Commission  where  I 
argue  that  this  debt  is  actually  useful,  because  it  is  a  policy  lever 
by  which  Congress  can  steer  physicians  one  way  or  the  other.  You 
could  as  a  Congress  decide  to  forgive  substantially  all  of  the  debt 
of  a  primary  care  doctor,  but  to  collect  it  fully  from  a  specialist. 

So  you  have  many  less  powerful  mechanisms 

Mr.  Cardin.  That  is  used  today  and  the  President  expands  upon 
that  in  his  health  care  proposal. 

Mr.  Reinhardt.  Yes.  Those  financial  incentives  are  not  nearly  as 
blunt  and  complicated,  and  not  nearly  as  open  to  bad  mistakes  on 
the  part  of  government. 

Mr.  Cardin.  If  the  system  worked  sort  of  like  global  budgeting 
or  global  discipline,  if  the  system  works,  you  don  t  have  to  worry 
about  those  limits,  if  in  fact  the  system  will  work  and  more  physi- 
cians will  see  it  attractive  to  train  in  primary  health  care  because 
of  the  market  forces,  why  not  have  the  backup  of  certain  protec- 
tions on  the  allocation  of  residency  spots? 

Mr.  Reenhardt.  Congressman  Cardin,  I  happen  to  be  a  champion 
of  government.  Congressman  Stark  recently  heard  me  sermonize  on 
that  theme  in  San  Francisco.  I  love  the  U.S.  Government  and 
therefore  I  would  like  to  help  protect  it  from  getting  into  areas 
where  it  could  gain  a  bad  reputation.  That  is  why  I  do  not  look 
very  happily  on  having  government  allocate  medical  school  resi- 
dency slots  outright  through  a  formal  planning  mechanism. 

Let's  instead  try  something  where  the  probability  of  error  is  not 
so  high. 

Mr.  Cardin.  Thank  you. 

Chairman  Rostenkowski.  Mr.  McDermott. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

I  want  to  commend  this  panel.  As  Mr.  Thomas  said,  I  wish  that 
the  debate  was  going  to  be  driven  by  your  observations  and  I  would 
stipulate,  Dr.  Bosworth,  to  the  fact  that  risk  adjustment  and  com- 
munity rating  are  very  difficult  to  do,  perhaps  impossible.  There  is 
one  proposal  that  does  not  require  risk  adjustment  or  community 
rating,  and  that  is  the  single-payer  system. 

I  would  like  to  hear  all  of  you  comment  on  what  the  effects  on 
the  economy  and  on  jobs  would  be  of  a  single-payer  system — if  you 
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simply  revise  the  payment  system  and  do  not  get  into  the  managed 
care  allocations  or  changes  in  the  society. 

Mr.  Bosworth.  You  are  absolutely  right.  That  single-payer  sys- 
tem does  not  get  into  that.  I  think  that  this  is  one  dimension  of 
the  distinction  between  these  different  plans,  that  a  single-payer 
system  looks  good  on. 

There  are  a  lot  of  other  issues  about  efficiency  with  which  the 
system  would  operate  that  might  argue  in  favor  of  some  of  the 
other  plans.  But  I  think  in  trying  to  rank  the  different  ways  of 
doing  health  care,  you  are  quite  right  to  identify  in  this  one,  what 
I  think  is  a  very  important  criteria,  which  is  that  everybody  ought 
to  have  the  same  insurance  rate. 

Mr.  McDermott.  And  isn't  at  the  heart  of  the  other  system  that 
we  go  back  to  a  system  of  community  rating?  If  they  can't  succeed 
at  doing  that  and  doing  risk  adjustments  between  the  accredited 
health  plans,  it  will  fail.  Is  that  not  a  fair  assessment? 

Mr.  Bosworth.  Well,  you  could  also  go  to  a  system  where,  for 
example,  the  insurance  part  of  a  capitation,  flat  rate,  no  competi- 
tion. You  can  then  still  do  fee-for-service,  as  we  used  to,  in  provid- 
ing to  providers,  and  then  it  turns  out  that  the  providers  are  not 
any  incentive  particularly  under  this.  But  other  people  criticize 
that  old  system  because  of  the  weakness  of  the  incentives  to  im- 
prove efficiency.  I  think  you  are  always  left  with  the  trade-offs. 

Mr.  McDermott.  One  of  the  things  that  struck  me  as  I  watched 
the  debate  on  NAFTA  was  that  everybody  said  if  we  have  NAFTA, 
all  the  jobs  will  go  to  Mexico.  Well,  all  the  jobs  have  been  going 
to  Mexico  before  NAFTA  ever  came  before  the  Congress.  Similarly, 
it  strikes  me  that  most  of  the  restructuring  of  the  delivery  system 
is  going  on  in  this  country  before  we  ever  get  to  a  national  health 
plan.  Hospitals  are  out  there  buying  doctor's  practices,  and  you 
will,  this  restructuring  is  going  on  at  100  miles  an  hour  in 
everybody's  district.  I  fail  to  understand  how  that  is  all  going  to 
work  out  when  you  impose  a  whole  system  that  controls  costs  sim- 
ply by  having  managed  care,  that  somehow  you  will  have  the  com- 
munity rating  and  everybody  will  be  into  every  program  and  then 
you  will  do  some  risk  adjustment. 

Those  seem  like  key  elements  that  are  missing  in  applying  it  na- 
tionwide. You  can  do  it  when  you  can  cherry  pick  in  an  HMO,  but 
when  you  put  everybody  into  HMOs  or  you  use  incentives  to  drive 
people  into  them,  I  don't  see  how  it  is  going  to  work  when  you  can't 
do  risk  adjustment  in  the  end.  Every  year  you  are  going  to  have 
two  or  three  HMOs  that  failed  because  they  got  a  bunch  of  people 
and  the  risk  adjustment  wasn't  right. 

Do  you  agree?  Do  you  want  to  say  that  louder? 

Mr.  Bosworth.  I  was  afraid  you  were  going  to  ask  for  that. 

Dr.  Reinhardt. 

Mr.  Reinhardt.  I  think  there  is  no  question  that  any  health  sys- 
tem that  relies  on  competing  insurance  plans  will  run  into  the 
problem  of  risk  adjustment.  Whether  you  use  the  President's  bill 
or  Senator  Chafee's  and  Congressman  Thomas'  bill,  that  problem 
rears  its  ugly  head.  The  minute  you  allow  competing  insurance  car- 
riers to  pick  among  patients,  they  will  try  to  cherry  pick.  The  sta- 
tistical equations  needed  to  avoid  that  problem  do  not  exist,  and 
may  never  exist. 
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At  the  moment,  the  degree  of  cherry  picking  in  the  American 
health  insurance  industry  has  literally  Drought  us  to  the  crisis  you 
seek  to  solve.  Under  the  President's  plan,  there  would  be  some 
cherry  picking,  but  it  would  be  much  less  than  we  have  now.  Under 
Senator  Chafee's  and  Representative  Thomas'  plan,  there  would  be 
probably  a  little  more  cherry  picking  than  under  the  President's 
plan. 

If  you  don't  want  to  get  into  the  problem  of  cherry  picking,  then 
you  are  pretty  much  left  with  the  single-payer  approach — for  exam- 
ple, the  free-choice,  fee-for-service-type  system  like  Canada  has. 
That  is  its  great  virtue — the  absence  of  cherry  picking.  That  is 
probably  why  it  is  so  loved  among  the  Canadian  people.  It  does  not 
make  sick  people  somehow  bear  the  brunt  of  their  illness  unfairly, 
because  it  doesn't  allow  cherry  picking. 

Chairman  Rostenkowski.  Mr.  Kleczka. 

Mr.  Kleczka.  Thank  you,  Mr.  Chairman. 

My  colleague,  Congressman  McDermott,  addressed  some  of  the 
concerns  I  had  about  community  rating.  Let  me  just  say  that  even 
though  Dr.  Bosworth  indicates  it  is  going  to  be  more  radical  under 
the  President's  plan,  using  your  example  of  the  cherry  picking  type 
of  an  operation,  there  still  has  to  be  some  adjustment  because  you 
are  not  going  to  get  all  25-year-olds.  You  might  have  one  50-year- 
old  and  actuarially  they  are  going  to  adjust  for  that  person  and 
there  is  redistribution  going  on. 

Is  that  not  true,  but  to  a  lesser  degree? 

Mr.  Bosworth.  Yes.  The  current  system  is  community  rating  in 
effect  within  your  employment  group,  and  experience  rating  among 
employment  groups,  and  you  are  starting  to  see  quite  apart  from 
insurance  companies  and  doctors,  employers  and  workers  are  now 
beginning  to  play  this  game.  People  are  getting  very  conscious 
about  what  employment  group  they  join,  and  their  employer  is  pay- 
ing more  and  more  attention  to  what  you  look  like  when  you  come 
in  the  door  in  predicting  your  health  care  costs. 

That  is  a  very  bad  system  of  discrimination  on  people  on  the 
basis  of  anticipated  health  care  costs. 

Mr.  Kleczka.  True. 

Dr.  Steuerle,  I  don't  necessarily  agree  with  you  indicating  that 
we  might  be  overstating  our  baseline.  The  amazing  thing  is,  when 
I  came  on  to  the  committee  and  in  working  with  the  subcommittee, 
we  talk  a  lot  about  the  inflation  rate  and  things  of  that  nature,  but 
when  I  sat  down  with  Pete  Stark  on  the  subcommittee,  all  of  a  sud- 
den we  have  something  new  called  the  medical  inflation  rate. 

The  medical  inflation  rate  was  12  percent,  and  it  amazed  me 
that  all  of  a  sudden  we  have  this  bifurcated  inflation  for  one  select 
group  of  our  economy.  So  to  say  that  we  are  overstating  it,  I  think 
that  is  a  very  minor  concern.  I  wholeheartedly  agree  however,  with 
another  portion  of  your  testimony  wherein  you  have  some  serious 
concerns  with  the  generational  shift,  which  may  occur  with  the  in- 
clusion of  the  early  retirement  provision  in  the  bill. 

As  you  well  know,  there  would  be  a  massive  subsidy  for  those 
who  voluntarily  in  most  cases  leave  the  work  force,  and  that  sub- 
sidy would  be  to  the  tune  of  80  percent  of  their  premiums  to  the 
taxpayers. 
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As  I  looked  at  this  and  discussed  it  in  the  early  part  of  this  week, 
I  came  to  the  conclusion  that  there  has  to  be  a  better  way  to  do 
it.  For  example,  shift  some  of  those  costs  back  to  the  private  sector, 
where  if  the  employee  is  an  older  employee,  high-wage,  is  leaving 
at  age  55,  56,  maybe  we  should  down-scale  over  the  next  few  years 
down  to  64  and  piece  into  the  employee  portion. 

So  let's  say  at  age  55  the  employer  will  pay  80  percent,  the  em- 
ployee 20.  At  age  56,  the  employer  will  pay  70  percent,  the  em- 
ployee 20;  we  the  Feds  10,  and  work  our  way  up  to  a  65,  knowing 
full  well  that  age  65,  66,  that  person  is  on  Medicare.  Do  you  have 
any  options  for  that  politically  popular  section  of  the  bill,  which  I 
as  a  Democrat  am  getting  a  lot  of  static  over  by  even  raising  the 
question? 

Mr.  Steuerle.  If  I  could,  could  I  respond  initially  to  your  first 
point  about  the  baseline.  I  don't  know  when  the  baseline  is  going 
to  come  down.  Basically  my  point  is  that  everybody  who  looks  at 
the  numbers  projects  that  health  costs  can  grow  as  they  have  be- 
fore only  if  they  eventually  occupy  110  percent  of  the  economy.  So 
we  know,  we  know  the  rate  of  growth  is  going  to  curve  down.  The 
only  question  is  when. 

I  look  at  the  numbers  in  terms  of  what  is  happening  to  the 
nonhealth  sectors,  and  their  growth  is  slowing  down  so  much  be- 
cause of  the  health  sector  growth  that  I  am  starting  to  believe  that 
that  health  curve  may  come  down  soon.  I  don't  know.  I  can't  prove 
it  will  come  down  soon. 

I  will  say  this,  that  what  you  will  see  as  a  committee  is  that 
every  time  the  baseline  changes,  such  as  when  you  get  numbers  in 
January,  it  is  going  to  dramatically  impact  upon  the  estimates  for 
health  care  reform.  The  President's  bill  depends  on  cost  savings 
from  this  baseline.  If  CBO  or  somebody  comes  in  with  a  baseline 
that  is  lower — and  tens  of  billions  of  dollars  represents  a  small  per- 
centage of  health  expenses  today — you  will  see  the  numbers  bounc- 
ing all  over  the  lot. 

I  do  want  to  warn  you  that  these  numbers  are  highly  variable 
and  they  will  have  a  great  impact  upon  your  policymaking,  and 
that  is  unavoidable. 

As  to  the  question  of  early  retirees,  it  seems  to  me  the  issue  is 
not  just  the  subsidy  that  the  administration  has  proposed  which  is 
identified  as  a  subsidy  to  early  retirees.  There  are  actually  three 
portions  of  this  bill  that  would  subsidize  early  retirees.  That  is  one 
of  them.  Another  one  is  the  community  rating  which  enormously 
lowers  the  cost  of  insurance  for  older  workers. 

I  am  not  saying  that  in  some  ways  I  am  not  sympathetic  to  doing 
that,  but  these  older  workers  are  much  higher-income  and  typically 
have  children  outside  the  household,  as  opposed  to  the  lower-in- 
come people  who  are  going  to  have  to  pay  the  cost.  So  it  is  not  clear 
to  me  that  that  is  a  redistribution  that  we  necessarily  want  to 
achieve. 

This  is  also  true  in  Mr.  Thomas'  bill.  If  you  make  the  cost  of  in- 
surance fairly  low  relative  to  income,  that  is,  if  you  subsidize  indi- 
vidual payments  so  you  never  pay  more  than  10,  20  or  30  percent 
of  income,  then  it  gives  you  a  nice  incentive  to  retire  early  for  a 
few  years.  You  can  then  wait  until  you  are  65  when  your  pension 
comes  into  play.  So  a  lot  of  the  early  retiree  subsidies  are  inherent 
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in  the  bills  that  go  far  beyond  just  the  simple,  identifiable  early  re- 
tiree subsidy,  which  I  hear  may  not  survive  anyway. 

Mr.  Kleczka.  I  hope  you  are  right. 

Thank  you  very  much. 

Chairman  Rostenkowski.  Mr.  Crane. 

Mr.  Crane.  Thank  you,  Mr.  Chairman. 

I  congratulate  all  three  of  our  panelists  for  their  presentations. 

Dr.  Steuerle,  it  wasn't  in  your  testimony,  but  I  had  read  some- 
where that  the  Urban  Institute  did  a  study  of  the  37  million  unin- 
sured, and  discovered  that  I  believe  70  percent  of  them  were  unin- 
sured for  roughly  9  months.  And  of  that  uninsured  figure,  19  per- 
cent were  the  chronically  uninsured. 

Is  that  your  understanding  of  that  study  that  the  Urban  Insti- 
tute did? 

Mr.  Steuerle.  I  don't  remember  the  precise  figures  because  it 
wasn't  my  study,  but  that  sounds  approximately  correct,  I  believe. 
It  is  a  significant  percentage  in  both  cases. 

[Data  supplied  for  the  record  is  attached.] 
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Table  3.    Distribution  of  the  duration  of  spells  without  health  insurance  from  the  beginning  of  the 
spell:  by  employment  status  in  first  month  of  spell 


Employment 

status  is  first  month  of  spell 

Employed 

Employed 

Out  of 

Spell  length 

full-time 

pan -time 

Unemployed 

labor  force 

Total 

Less  thin  5  months 

538 

568 

36  1 

487 

504 

5-8  months 

144 

16.5 

21.9 

15.0 

165 

9-12  months 

75 

7.2 

99 

7.2 

7.7 

13-16  months 

6  1 

3.9 

7.8 

48 

5.3 

17-24  months 

5.2 

36 

88 

5  1 

5.3 

More  than  24  months 

13  2 

12.0 

15.5 

19.3 

14.8 

Total 

100.0 

100.0 

1000 

100.0 

1O0.0 

Sample  sue 

1.448 

1.368 

1.003 

1.345 

5.233 

Source  Calculated  from  life  table  estimates  calculated  using  a  sample  from  the  1984  Panel  of  the  Survey  of  Income  and  Program 

Participation  (StPP). 

Note:  Other  than  for  sample  size,  figures  art  percentages. 
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Mr.  CRANE.  Well,  the  reason  I  ask  is  I  am  curious,  of  the  19  per- 
cent chronically  uninsured,  can  you  break  that  group  down?  I  mean 
are  they  young  people  just  getting  started  in  jobs?  Who  are  the  19 
percent? 

I  mean  they  are  above  Medicaid,  obviously,  but  who  makes  up 
that  19  percent? 

Mr.  Steuerle.  Among  the  chronically  uninsured,  I  would  pre- 
sume that  they  tend  to  be  more  low  income.  Many  low-income  peo- 
ple are  not  eligible  for  Medicaid  because  it  is  a  categorical  classi- 
fication, so  a  single  male  would  not  be  eligible  for  Medicaid,  even 
if  he  had  fairly  low  wages. 

Certainly  people  who  are  coming  in  and  out  of  the  work  force  on 
a  regular  basis  probably  tend  to  take  jobs  for  cash  wages,  also  a 
lot  of  the  self-employed.  The  people  who  work  as  independent  con- 
tractors probably  would  tend  to  be  more  in  the  chronically  unin- 
sured category. 

Mr.  Crane.  Well,  the  reason  I  focused  on  those  figures  from  the 
Institute  is  that  this  is  a  problem  clearly  that  needs  to  be  ad- 
dressed. But  that  is  a  small  component  of  the  total  package  that 
has  been  spread  before  us,  and  frankly,  I  would  rather  direct  a 
rifleshot  at  trying  to  resolve  those  kinds  of  problems  than  to  throw 
the  baby  out  with  the  bath  water. 

Something  has  always  struck  me.  My  dad  is  a  physician.  My  kid 
brother  is  a  physician.  I  have  a  nephew  who  is  a  neurosurgeon.  We 
have  had  them  in  the  family,  and  I  said  given  the  state  of  affairs, 
everybody  better  make  sure  that  at  least  one  of  your  kids  gets  his 
medical  degree  to  take  care  of  the  family.  But  the  thing  that  I 
know  has  gone  on  routinely  in  the  medical  community  is  physicians 
performing  sometimes  very  expensive  surgery  like  the  separation  of 
the  Siamese  twins  with  no  expectation  of  reimbursement.  Most 
physicians  do  provide  that. 

Now,  I  am  just  wondering  in  dealing  with  the  19  percent  chron- 
ically uninsured,  if  you  couldn't  provide  in  the  Tax  Code  an  incen- 
tive to  physicians  to  treat  those  patients  and  give  them  then  a  re- 
duction in  their  total  tax  obligation  at  the  end  of  the  year.  It  seems 
like  a  simplified  way  to  target  a  specific  audience  out  there  that 
is  hurting.  That  is  not  to  say  there  aren't  other  portions  of  what 
we  have  before  us  that  are  good,  like  standardizing  the  forms  and 
pooling  amongst  small  businesses  and  malpractice  reform. 

But  has  anyone  done  any  kind  of  a  study  as  to  what  the  revenue 
loss  would  be  to  physicians  if  they  guaranteed  that  care  that  any 
of  you  are  aware  of? 

Mr.  Redmhardt.  Well,  Congressman,  first  of  all,  physicians  rep- 
resent on  average  only  20  percent  of  the  health  care  bill.  There  is 
the  hospital,  which  is  where  most  of  the  expenditures  occur.  In 
fact,  in  any  given  year,  70  percent  of  all  health  spending  is  ac- 
counted for  by  only  10  percent  of  the  population,  most  of  whom  are 
very  sick. 

I  just  don't  think  it  is  fair  to  ask  physicians  to  be  the  insurer  of 
last  resort,  or  hospitals  behind  them.  I  think  we  ought  to  arrange 
a  health  system  where  a  patient  who  is  treated  comes  with  ability 
to  pay  through  insurance,  and  those  who  treat  them  get  paid,  as 
they  do  in  every  other  country. 


107 

I  really  don't  think  relying  on  charity  care  of  doctors  is  either  fair 
to  the  doctors  or  reliable  and  fair  to  the  uninsured. 

Mr.  CRANE.  Well,  except  if  they  were  getting  a  tax  deduction  for 
performing  a  service  that  is  comparable  to  what  they  would  nor- 
mally charge  for  that  service,  it  is  not  any  sacrifice  to  them.  I  am 
iust  trying  to  figure  out  how  you  might  simplify  the  delivery  of  at 
least  a  component.  You  are  right  about  the  hospitals. 

Some  other  solution  to  that  problem  may  exist. 

Mr.  Bosworth.  Congressman,  if  you  had  a  system  that  fully 
compensated  through  public  funds  and  the  taxes,  doctors  who  pro- 
vided care  to  the  uninsured,  then  the  immediate  thing  that  would 
happen,  you  will  have  a  huge  increase  in  the  number  of  uninsured. 
Because  if  I  can  get  this  care  from  my  doctor  and  not  have  to  pay 
insurance,  because  he  is  being  compensated  by  the  government — 
I  mean  this  is — I  don't  know,  it  is  not  quite  a  feasible  scheme,  but 
it  doesn't  work. 

You  can't  shift  money  around  like  this  and  think  you  are  saving 
some. 

Mr.  Crane.  All  right. 

Thank  you,  gentlemen. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you. 

By  the  way,  Mr.  Crane,  the  latest  ad  that  I  have  seen  shows — 
this  is  from  the  Kaiser  survey  of  1993 — that  48  percent  of  the  peo- 
ple who  are  uninsured  have  been  so  for  25  or  more  months;  and 
17  percent  for  13  to  24  months.  What  disturbs  me  about  the  discus- 
sion of  the  uninsured  is  there  is  a  tendency  I  think  to  resolve  the 
problem  by  trying  to  define  it  away  by  some  data,  and  I  don't  think 
it  is  the  only  problem,  but  I  don't  think  the  way  to  resolve  it  is  to 
just  minimize  it  beyond  what  it  is. 

In  that  regard  also,  let  me  just  say  a  word  before  you  leave  about 
the  early  retirees,  because  I  think  there  has  been  a  massive  sub- 
sidization of  health  insurance  in  this  country  over  the  decades,  and 
it  is  by  those  industries  in  part  that  have  also  a  substantial  num- 
ber of  early  retirees.  While  those  industries  that  also  lay  off  people 
or  they  retire  who  have  no  health  insurance  coverage  at  all  have 
gotten  off  through  a  massive  shift  throughout  the  years. 

So  before  we  just  throw  this  aside,  I  think  it  deserves  the  same 
kind  of  scrutiny  that  you  have  given  to  other  issues.  I  think  you 
have  challenged  a  lot  of  conventional  wisdom.  One  bit  of  conven- 
tional wisdom  in  quotes  that  is  growing  here  is  that  there  isn't  any 
real  issue  when  it  comes  to  early  retiree  coverage;  it  is  simply  a 
bow  in  the  direction  of  somebody  or  other  politically.  And  I  myself 
think  that  isn't  accurate. 

Let  me  just  ask  you  about  the  employer  mandate  in  small  busi- 
ness, the  argument  that  all  costs  goes  to  the  employee,  eventually, 
or  almost  all  of  it.  If  we  mandate  employer  coverage  so  that  say 
in  the  retail  trades  everybody  now  would  have  to  provide  it,  are 
you  saying  that  all  of  this  would  come  out  of  the  envelope  of  the 
worker  now  or  in  the  future,  or  isn't  there  an  argument  that  hav- 
ing everybody  pay  for  it  might  have  a  different  ramification,  includ- 
ing perhaps  higher  prices  for  consumers,  lower  dividends  for  share- 
holders? 
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Mr.  Steuerle.  Mr.  Levin,  even  if  you  thought  that  it  would  come 
out  in  higher  prices  on  products,  that  tends  to  translate  mainly 
into  lower  wages  in  the  economy,  because  most  of  the  income  in  the 
economy  is  wages 

Mr.  Levin.  Lower  wages  for  whom,  though?  For  the  people  who 
are  now  being  covered,  or  everybody? 

Mr.  Steuerle.  Low  wages  for  everyone,  if  you  go  with  the  idea 
that  you  can  push  it  forward  at  prices.  I  think  most  economists  be- 
lieve that  in  the  long  run,  however,  that  what  a  wage  earner  can 
earn  is  relative  to  the  value  of  the  product  that  he  or  she  produces. 
Therefore,  an  employer  really  cannot  pay  someone  who  is  working 
much  more  or  much  less  than  the  value  of  what  he  or  she  produces. 

It  is  that  type  of  an  analysis  that  leads  economists  to  conclude 
that  the  employee  is  the  one  who  eventually  pays.  I  should  com- 
ment, I  was  at  a  meeting  of  about  50  economists  in  this  area,  some 
of  whom  favored  an  employer  mandate.  And  the  question  was 
posed,  "Would  you  as  an  economist  ever  favor  an  employer  man- 
date over  an  individual  mandate  if  it  were  not  for  political  reasons, 
such  as  you  thought  an  employer  mandate  was  what  you  could  get 
through  Congress?" 

No  one  in  the  room,  including  people  who  favored  an  employer 
mandate,  would  say  that  he  or  she  favored  an  employer  mandate 
over  an  individual  mandate  purely  on  economic  grounds.  It  was 
mainly  either,  A,  they  thought  they  had  to  do  it  because  they 
thought  that  was  how  the  structure  already  was;  or  B,  they  had  to 
do  it  politically. 

Any  time  you  go  through  the  back  door,  if  your  goal  is  to  help 
a  person  but  you  do  it  through  an  institution,  you  pay  the  cost  of 
going  through  that  intermediary  institution.  There  is  almost  no 
way  to  avoid  some  of  those  efficiency  costs. 

Mr.  Levin.  Anybody  else  want  to  comment  on  that? 

Mr.  REINHARDT.  I  would  just  say,  in  the  short  run  it  may  very 
well  be  that  some  of  the  costs  will  be  pushed  forward,  but  the  re- 
search we  have,  on  average,  shows  that  in  the  long  run,  the  bulk, 
80  percent  or  more,  is  shifted  backward  to  the  take-home  pay  of 
workers.  That  gets  done  gradually  over  time.  The  raises  awarded 
by  employers  simply  aren't  as  high  as  they  would  otherwise  have 
been.  And  then,  of  course,  some  companies  will  substitute  machines 
for  workers. 

I  could  see  that  at  McDonald's.  If  I  ran  a  McDonald's,  I  would 
already  know  how  to  get  rid  of  at  least  four  or  five  people  there; 
I  just  won't  reveal  my  strategy  now,  so  that  McDonald's  won't  do 
it.  But  it  could  be  done. 

Mr.  Levin.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Archer. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

When  confronted  by  the  figures  for  the  Clinton  plan,  Senator 
Moynihan  said  they  are  fantasy.  Do  you  gentlemen  believe  that 
they  are  valid?  Let  me  just  add  a  couple  of  preliminary  foundation 
pieces. 

We  are,  I  am  told,  reimbursing  Medicare  providers  at  roughly  80 
percent  of  cost,  and  again,  as  I  mentioned,  the  previous  panel,  ter- 
minology becomes  important.  The  cost  to  the  provider  is  one  thing. 
The  cost  to  the  Federal  Government  is  something  else.  We  need  to 
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distinguish  those  things  as  we  begin  to  discuss  this  very  complex 
issue.  But  if  in  fact  we  are  reimbursing  at  80  percent  roughly  of 
the  costs  entailed  to  the  provider  or  Medicare  already,  and  on  Med- 
icaid a  lesser  number — Carroll  Campbell,  Governor  of  South  Caro- 
lina, said  58  percent  on  Medicaid  in  his  testimony  today — then  how 
can  we  expect  to  be  able  to  squeeze  out  an  additional  $124  billion 
out  of  Medicare  and  another  $100  some-odd  billion  out  of  Medicaid 
in  order  to  supposedly  finance  the  Clinton  plan? 

Mr.  Reinhardt.  Can  I  try  to  take  a  stab  at  that? 

Mr.  Archer.  Yes.  Any  one  of  you,  sure. 

Mr.  Reinhardt.  I  do  not  buy  the  argument  that  Medicare  doesn't 
cover  costs.  The  arguments  that  you  hear  that  Medicare  pays  a 
physician's  or  hospital's  80  percent  of  the  dollar  are  really  fiction. 
If  you  look  at  Table  1  of  my  paper,  you  will  notice  that  our  hos- 
pitals are  on  average  half  empty.  When  these  hospitals  calculate 
their  full  costs,  they  add  to  these  full  costs  the  cost  of  carrying  the 
excess  capacity  of  the  hospital  system. 

Now,  the  Federal  Government  should  not  feel  obliged  to  use  tax- 
payers' money  to  finance  this  excess  capacity.  Therefore,  Medicare 
should  not  pay  for  that  part  of  a  hospital's  cost  at  all. 

To  give  you  a  very  specific  example,  there  was  a  study  done  at 
the  National  Cancer  Institute  which  showed  that  this  country  has 
four  times  as  many  mammography  machines  than  would  be  need- 
ed, given  current  use  rates.  At  the  Physician  Payment  Review 
Commission  we  therefore  calculated  what  fee  Medicare  would  have 
to  pay  for  screening  mammography  to  amortize  a  fully  used  ma- 
chine, with  a  $7-a-nlm  profit  margin  per  screening  film.  That  was 
some  years  ago.  The  proper  fee  then  was  $55,  and  that  is  what  we 
recommended  Medicare  should  pay. 

The  private  sector  then  was  paying  $120  to  $200  per  film,  be- 
cause when  each  machine  is  only  used  a  quarter  percent  of  the 
time,  the  unit  cost  goes  so  high  that  just  to  break  even,  you  have 
to  pay  more  than  twice  of  what  an  efficient  price  would  be.  I  don't 
think  the  Congress  should  pay  for  these  inefficient  delivery  sys- 
tems. Medicare  should  not  pay  for  waste.  And  yet,  when  Medicare 
pays  the  appropriate  fee  of  $55  and  private  payers  the  improper  fee 
of  $110  (which  sustains  the  excess  capacity),  then  the  cry  is  that 
Medicare  vastly  underpays  for  mammography  and  shifts  costs  to 
the  private  sector,  because  Medicare  pays  only  "50  cents  on  the  dol- 
lar." We  should  not  buy  that  argument. 

In  short,  I  would  argue,  Medicare  probably  is  paying  a  fair  rate 
as  it  is  now. 

Mr.  Archer.  Let's  assume  we  are  paying  100  percent  of  costs  by 
your  formula,  although  I  might  debate  that  with  you.  The  hospital 
that  I  was  delivered  in,  St.  Joseph's  Hospital  in  Houston,  Tex.,  is 
run  by  the  nuns,  is  the  only  downtown  hospital  left  in  Houston, 
Tex.,  has  told  me  if  they  had  to  take  all  Medicare  and  Medicaid  pa- 
tients with  full  occupancy,  they  would  go  broke  and  have  to  close 
their  doors,  based  on  the  current  reimbursement  schedule. 

That  is  in  direct  conflict  to  what  you  just  mentioned,  but  let's  not 
debate  that  for  the  time  being.  Let's  simply  say  we  accept  for  the 
purpose  of  debate  that  we  are  paying  100  percent.  Where  are  we 
^  to  save  under  the  Clinton  plan?  The  administrative  costs  of 

[edicare  are  running  somewhere  around  3.5  to  4  percent. 
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Where  are  we  going  to  save  all  of  this  money  to  pay  the  subsidies 
and  pay  all  the  rest  of  this  plan?  Is  Moynihan  right,  these  figures 
are  fantasy?  I  don't  think  the  chairman  of  our  subcommittee,  Pete 
Stark,  who  is  one  of  the  biggest  defenders  of  Medicare,  would  tell 
you  that  there  is  the  ability  to  squeeze  this  money  out  of  Medicare 
without  reducing  quality  or  availability  of  service.  I  am  in  effect 
kind  of  asking  you  a  leading  question,  but  I  don't  mean  to. 

I  want  to  get  your  view  as  objectively  as  possible  as  to  how  real 
these  numbers  are. 

Mr.  Reinhardt.  Well,  at  the  moment,  Congress  always  does  it 
across  the  board,  and  that  wouldn't  be  fair.  But  let  me  quote  you 
in  numbers  from  an  Urban  Institute  study  that  showed  if  you  take 
out  the  effect  of  differences  in  age,  section  and  different  Medicare 
prices,  in  Miami,  Medicare  pays  doctors  per  elderly  more  than 
twice  of  what  it  pays  doctors  per  elderly  in  Minnesota,  and  Min- 
nesota is  known  for  excellent  health  care  the  world  over. 

Now,  the  question  really  is,  why  do  doctors  in  Miami  need  more 
than  twice  the  money  to  keep  an  elderly  healthy  than  they  do  in 
Minneapolis?  Supposing  Congress  took  30  percent  off  the  top  of 
what  is  now  paid  in  those  high-cost  States  like  Florida  as  a  Medi- 
care savings.  If  the  doctors  in  those  high-cost  States  then  told  you 
"Oh,  we  have  to  ration  health  care,"  you  could  simply  tell  them 
"No,  we  are  going  to  ship  a  planeload  of  Minnesota  doctors  down 
to  teach  you  how  to  do  it  differently,"  because  that  is  what  we  are 
talking  about. 

In  New  York,  Medicare  spends  about  $900  per  elderly.  In  Miami 
in  that  study,  it  was  $1,874.  So  it  seems  to  me  there  must  be  some 
give  in  this  Medicare  program,  if  only  you  targeted  the  savings 
more  on  the  high-cost  States. 

Mr.  Archer.  So  we  have  just  spun  our  wheels  all  of  these  years, 
Doctor.  The  Congress  should  have  done  this  under  Medicare  a  long, 
long  time  ago  is  what  you  are  telling  us.  It  shouldn't  have  to  de- 
pend upon  the  Clinton  plan;  is  that  what  I  hear  you  saying? 

Mr.  Reinhardt.  I  would  say  that,  and  I  believe  Congress  will 
move  that  way  once  the  technology,  the  data  systems  exist  to  do 
that  properly.  Until  now,  neither  the  private  nor  the  public  sector 
had  the  requisite  data  systems  to  do  the  job  right. 

Mr.  Archer.  Well,  you  know,  I  personally  have  serious  reserva- 
tions with  that  comparison  and  how  we  can  save  all  of  this  money 
doing  this.  There  are  a  lot  of  variables.  Miami  has  one  of  the  high- 
est crime  rates  in  the  country.  Doctors  fear  for  their  lives  to  a 
greater  extent  than  they  do  up  in  Minneapolis. 

There  are  all  kinds  of  diversities  from  one  part  of  the  country  to 
another.  To  be  able  to  say  we  just  put  everybody  in  the  same 
straightjacket,  because  we  can  hire  a  doctor  in  Minneapolis  for  a 
certain  amount,  we  should  be  able  to  hire  the  same  quality  doctor 
in  Miami  or  some  other  place  at  the  same  amount.  It  may  not  work 
out  that  way,  but  I  appreciate  your  input. 

In  other  words,  you  think  the  Clinton  figures  are  accurate;  we 
can  squeeze  that  much  out  of  Medicare  in  spite  of  what  we  have 
already  tried  to  do  over  the  last  6  or  8  years  on  Medicare,  and  not 
affect  the  quality  and  the  availability  of  care  for  the  elderly? 

Mr.  Reinhardt.  Well,  in  1980,  Medicare  spent  totally  $35  billion. 
It  was  $100  billion  roughly  in  1990.  In  the  year  2000,  the  baseline 
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projection  is  $256  billion  and  the  numbers  I  have  from  the  White 
House  suggest  the  President  wants  to  pay  I  think  it  was  $238  bil- 
lion. It  seems  to  me  those  dollar  savings  are  not  all  that  large.  The 
President  still  budgets  an  enormous  amount  of  money  for  Medicare. 

Mr.  Archer.  So  you  believe  they  are  accurate.  Do  the  other  two 
panelists  also  agree  with  that? 

Mr.  Steuerle.  If  you  take  my  figures,  part  of  this  goes  back  to 
this  baseline.  If  you  accept  this  baseline,  the  Clinton  administra- 
tion by  1998  was  going  to  spend  about  the  same  amount  as  pro- 
jected by  CBO.  That  implies  about  $320  billion  in  real  dollars  more 
being  spent  in  1998. 

Federal,  State,  local  governments  and  tax  subsidies  are  about 
half  of  that  cost.  That  means  that  the  governments  at  all  levels  are 
going  to  agree  to  spend  $160  billion  more  annually.  This  is  an  an- 
nual income  in  health  care  expenditures.  That  is  a  lot,  a  lot  of 
money. 

If  we  look  at  the  Medicare  prices,  we  are  now  at  the  point  where, 
if  my  estimates  are  right,  we  are  providing  a  couple  a  present 
value — that  is  a  lifetime  value — approaching  $250,000  in  health 
benefits.  At  some  level  we  have  to  say,  where  are  we  going  to  stop? 

If  you  provide  more,  if  you  say,  "Well,  let's  not  raise  that 
$250,000  to  $500,000,  but  only  to  $300,000  or  $400,000  in  lifetime 
value,"  then  there  is  going  to  be  less  health  care  provided  or  there 
are  going  to  be  lower  prices  paid.  That  is  where  the  political  pres- 
sure is  going  to  be  put  on  the  system  and  the  rubber  hits  the  road. 
But  there  is  still  a  lot  of  give,  given  the  huge  increases  to  build  the 
system. 

Part  of  what  we  are  debating  is  whether  to  pay  doctors  $300,000 
a  year  to  be  surgeons  in  Medicare  or  $200,000,  even  when  in  other 
parts  of  the  health  sector  they  earn  $300,000.  We  are  making  those 
decisions  now,  but  they  are  tough  decisions,  yet  it  seems  to  me  they 
are  ones  that  we  are  going  to  be  forced  to  make  in  any  case. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Pickle. 

Mr.  Pickle.  One  of  the  provisions  of  the  Clinton  proposal  is  that 
we  are  going  to  require  the  employers  to  cover  their  employees,  but 
if  you  retire  early,  the  Federal  Government  is  going  to  pick  up  80 
percent  of  the  cost.  That  is  going  to  be  a  tremendous  amount  of 
money. 

Do  you,  any  of  you,  have  any  idea  how  much  that  is  going  to  cost 
us,  the  80/20  percent,  particularly  in  the  area  of  early  retirement? 
Do  you  have  any  idea  what  that  will  cost? 

Mr.  Bosworth.  I  think  I  was  going  to  say  between  $5  and  $10 
billion.  Uwe  said  $6  to  $8  billion.  In  the  cost  estimates  I  have  seen, 
both  the  ones  by  Lou  &  Associates  and  by  the  administration,  it 
is  in  this  range  of  costs. 

Mr.  Pickle.  You  say  $6  to  $8  billion? 

Mr.  Bosworth.  Yes.  That  is  a  narrower  range  than  I  would  say. 

Mr.  Pickle.  I  would  venture  that  it  is  between  $10  and  $15  bil- 
lion, but  who  knows?  I  think  we  ought  to  insist  to  get  that  figure 
from  the  administration,  from  somebody,  because  if  we  are  going 
to  offer  it,  we  have  to  be  able  to  pay  for  it  some  way  or  another. 
I  think  that  we  have  not  been  given  those  figures. 
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Now,  the  point  I  raise  is,  that  is  going  to  make  a  difference  in 
the  economy,  too,  when  these  people  retire  early.  If  they  do  get  out 
and  we  pick  up  the  tab,  that  is  going  to  cost  the  Federal  Govern- 
ment a  lot  of  money.  It  seems  to  me  like  we  may  be  going  in  oppo- 
site directions. 

Here  we  are  saying  to  the  people,  retire  and  the  Federal  Govern- 
ment will  pick  up  80  percent.  Now,  I  am  on  the  Social  Security 
Subcommittee.  Mr.  Archer  and  I  served  on  the  same  committee 
back  in  1983  when  we  reformed  the  Social  Security  bill.  I  have  just 
introduced  a  new  version  of  the  Social  Security  bill  that  says  it 
would  be  less  of  an  incentive  for  a  person  to  retire  early  and  in- 
stead of  getting  70  percent  under  present  law — originally  it  was 
80 — they  won't  get  but  60  percent. 

I  am  trying  to  say  there  ought  to  be  an  incentive  to  try  to  keep 
the  people  working  for  us  longer,  because  they  have  longevity.  And 
then  here  we  are  going  to  encourage  them  on  the  other  hand.  We 
go  in  the  opposite  direction. 

We  are  going  to  let  them  retire  early  and  we  pick  up  80  percent 
of  it.  I  don  t  know  what  will  come  of  the  measure  I  have  just  intro- 
duced, but  it  makes  sense  to  me — in  connection  to  that,  I  might 
add,  I  might  raise — 67  is  the  law  now  that  we  passed  in  1983.  But 
if  we  go  the  route  we  are  in  now,  that  80/20,  that  is  going  to  cost 
us  a  bundle  and  it  is  going  to  cost  us  a  lot  of  money  and  I  think 
we  have  to  start  asking  the  question,  who  is  going  to  pay  for  that? 
How  do  we  raise  it? 

If  we  take  that  approach  under  the  Clinton  bill,  how  will  that  af- 
fect the  economy  from  a  cost  standpoint  or  from  jobs?  Can  any  of 
you  make  a  venture  on  that? 

Mr.  Steuerle.  Mr.  Pickle,  I  believe  in  the  testimonies  coming 
up,  you  will  probably  get  more  precise  estimates  on  numbers.  I 
made  the  comment  earlier  that  there  are  several  early  retirement 
incentives  in  this  bill  independently  of  that  80/20  incentive.  There 
are  the  community  rating  and  the  subsidies  to  individuals.  If  one 
retires  early,  the  government  is  going  to  come  in  and  cover  a  sub- 
stantial amount  of  costs.  So  there  are  actually  several  incentives 
for  early  retirement. 

Whether  it  is  affordable  in  the  context  of  this  bill  is  one  question. 
Whether  one  wants  to  do  it  is  a  very  different  question. 

Mr.  Pickle.  I  would  say  by  the  word  affordable,  I  think  it  is  just 
the  price  we  are  paying  for  big  business  to  get  them  to  cooperate 
with  our  plan. 

Mr.  Steuerle.  I  don't  favor 

Mr.  Pickle.  That  is  just  a  general  observation  of  mine. 

Mr.  Steuerle.  I  am  just  doing  some  back-of-the-envelope  cal- 
culations. If  the  employment  rate  declines  by  1  million  in  the  econ- 
omy, that  implies  probably  a  net  reduction  in  revenues,  of  say,  $10 
billion  to  the  government. 

I  am  not  saying  that  is  what  one  wants  to  do.  I  am  just  saying 
that  in  the  context  of  the  hundreds  of  billions  that  are  being  floated 
around  here  that  $10  billion  is  probably  within  those  categories  the 
administration  called  "cushion" 

Mr.  Pickle.  I  think  the  Congress  will  be  facing  the  choice  soon. 
Are  you  going  to  let  people  retire  earlier,  or  are  you  going  to  try 
to  keep  tnem  in  the  work  force  longer,  and  that  is  a  legitimate 
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question  and  I  think  we  are  better  off  keeping  them  in  the  work 
force  longer.  I  speak  with  some  authority. 

Mr.  Steuerle.  I  agree. 

Mr.  Reinhardt.  Can  I  add  something?  The  issue  raise  is  impor- 
tant, because  it  raises  an  issue  of  fairness  also. 

Under  the  President's  proposal,  which  in  general  I  support — this 
gave  me  trouble,  as  it  does  you,  because,  you  know,  we  would  be 
subsidizing  here  with  public  moneys  or  through  higher  premiums 
on  Main  Street  America,  people  who  have  higher  incomes  in  many 
instances.  And  yet  under  the  Clinton  bill  it  will  be  necessary  to 
charge  near-poor  people  who  are  now  in  Medicaid,  but  won't  then 
be  in  the  Medicaid  program,  premiums  which  they  have  to  pay. 
Many  of  us  would  raise  that  as  an  issue  of  equity,  as  something 
we  ought  to  explore  more. 

Mr.  Pickle.  Mr.  Chairman,  I  would  hope  that  the  committee 
would  ask  the  administration  to  give  us  some  specific  figures  about 
the  cost  of  this  early  retirement. 

Chairman  Rostenkowski.  Thank  you  very  much. 

Thank  you  for  joining  us. 

Mr.  Gruber,  Mr.  Zimmerman,  Mr.  Scherb.  Thank  you  for  joining 
us,  gentlemen.  I  think  you  all  know  the  format.  If  you  identify 
yourself  as  you  begin  your  statement  for  the  record,  we  would  ap- 
preciate that. 

Mr.  Gruber,  if  you  are  ready,  we  are  ready  to  go. 

Mr.  Gruber.  Thanks.  I  would  like  to  submit  my  written  testi- 
mony for  the  record. 

Chairman  Rostenkowski.  Let  me  just  say  at  the  outset  that 
your  entire  statement  will  be  included  in  the  record.  If  you  care  to 
summarize,  the  committee  would  welcome  that. 

STATEMENT  OF  JONATHAN  GRUBER,  PHJX,  ASSISTANT 
PROFESSOR  OF  ECONOMICS,  MASSACHUSETTS  INSTITUTE 
OF  TECHNOLOGY;  AND  FACULTY  RESEARCH  FELLOW,  THE 
NATIONAL  BUREAU  OF  ECONOMIC  RESEARCH 

Mr.  Gruber.  Thank  you,  Mr.  Chairman. 

My  name  is  Jonathan  Gruber,  and  I  am  a  professor  of  economics 
at  MIT.  I  would  like  to  thank  the  committee  for  letting  me  speak 
today. 

Wnat  I  would  like  to  do  is  focus  my  comments  on  two  questions 
that  have  come  up  already  and  I  think  are  of  interest  to  the  com- 
mittee. First,  what  will  be  the  overall  disemployment  effects  of  the 
Clinton  plan?  Second,  what  will  be  the  specific  effects  of  the  man- 
date on  low-wage  workers? 

Let  me  start  oy  talking  about  the  overall  disemployment  effects. 
I  see,  broadly  speaking,  two  kinds  of  disemployment  effects  from 
the  plan. 

The  first  employment  effect  is  potential  job  loss  from  firms  that 
do  not  now  offer  health  insurance,  but  will  be  mandated  to  under 
the  Clinton  plan.  For  these  firms,  the  key  factor  determining  the 
extent  of  job  loss,  as  has  been  mentioned,  is  the  extent  to  which 
this  new  cost  is  shifted  to  employees'  wages. 

If  full  shifting  takes  place,  then  there  will  be  no  rise  in  the  cost 
of  employing  workers,  so  there  will  be  no  need  for  layoffs  and  no 
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job  loss.  If  it  does  not,  then  compensation  costs  will  rise  signifi- 
cantly and  there  may  be  layoffs. 

Both  economic  theory  and  past  empirical  evidence  suggests  there 
will  be  full  shift  in  the  medium  to  long  run,  so  that  there  will  be 
little  job  loss.  I  would  like  to  give  you  one  example  from  some  of 
my  own  research. 

I  did  a  project  where  we  looked  at  the  effect  of  large  increases 
in  the  cost  of  workers'  compensation  insurance.  These  cost  in- 
creases exceeded  10  percent  of  payroll  for  many  industries  in  many 
States,  which  is  far  greater  than  the  cost  of  tnis  health  plan  as  it 
now  stands.  Yet  we  found  the  vast  majority,  over  85  percent,  of  this 
cost  increase  was  shifted  to  wages  over  a  10-year  period  and  that 
there  was  no  significant  effect  on  employment. 

So  this  type  of  evidence  suggests  to  me  at  least  that  even  though 
the  economic  theory  may  seem  a  bit  arcane  on  this  topic,  the  facts 
are  clear.  Past  empirical  evidence  for  the  United  States  suggests 
these  kind  of  costs  are  shifted  to  wages  with  little  effect  on  employ- 
ment. 

Now,  a  second  disemployment  effect  that  has  also  been  men- 
tioned already  is  the  sizable  effects  that  may  occur  due  to  early  re- 
tirement. Currently  the  U.S.  system  unfairly  penalizes  those  who 
would  like  to  retire  early  but  whose  employers  do  not  provide  them 
with  retiree  health  insurance.  That  is  because  if  they  decide  to  re- 
tire early,  they  are  forced  to  buy  expensive  individual  insurance  or 
to  go  without  coverage  altogether. 

The  goal  of  the  plan  should  be,  therefore,  to  level  the  playing 
field  between  working  and  retiring  early,  so  that  individuals  can 
fairly  make  the  decision  which  makes  them  better  off.  That  is,  the 
plan  should  allow  retirees  to  purchase  from  the  same  community- 
rated  pool  as  other  younger  workers  or  nonworkers.  Yet  instead,  as 
has  been  mentioned,  the  plan  tips  the  playing  field  the  other  way 
by  having  the  government  pay  most  of  the  cost  of  the  health  insur- 
ance of  early  retirees. 

The  effects  on  early  retirement  could  be  quite  large,  and  this  gets 
to  the  question  that  was  asked  earlier.  In  another  project,  I  found 
insurance  coverage  that  was  much  more  limited  than  the  Clinton 
plan.  This  plan  led  to  a  20  percent  increase  in  the  rates  of  retire- 
ment among  55-  to  64-year-olds.  This  20  percent  I  think  is  by  far 
a  lower  bound  of  the  effect  we  would  expect  from  the  Clinton  plan, 
which  is  much  more  generous  than  this  other  limited  retirement 
plan  I  studied. 

So  in  my  view — and  I  think  the  view  that  has  been  echoed  al- 
ready— this  is  an  unnecessary  and  potentially  costly  part  of  the 
plan  and  should  be  removed.  Early  retirees  should  simply  be  treat- 
ed like  other  unemployed  persons.  They  should  be  mandated  to  buy 
health  insurance,  and  if  their  incomes  are  low  enough  they  should 
get  subsidies  as  well,  but  there  is  no  need  to  treat  them  dispropor- 
tionately well. 

That  is  what  I  want  to  say  about  the  overall  disemployment  ef- 
fects. But  I  think  a  lot  of  the  focus  has  been  on  the  specific  effects 
on  low-wage  workers,  and  there  have  been  two  issues  which  have 
raised  attention. 

First,  for  workers  who  are  earning  the  minimum  wage,  by  defini- 
tion we  cannot  shift  this  cost  to  their  wages  because  their  wages 
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cannot  fall  any  more,  and  this  may  lead  to  some  job  loss  at  the 
minimum  wage. 

However,  I  don't  foresee  this  to  be  a  very  large  source  of  job  loss 
for  three  reasons.  First  of  all,  most  of  the  uninsured  do  not  earn 
anywhere  near  the  minimum  wage.  In  fact,  only  10  percent  of  the 
uninsured  will  be  constrained  by  shifting  at  the  minimum  wage. 

Second,  the  mandate  only  amounts  to  a  very  small  increase  in 
minimum  wage,  on  the  order  of  15  to  34  cents  an  hour. 

Third,  recent  research  on  the  effects  of  the  minimum  wage  has 
found  that  increases  in  the  minimum  of  a  much  larger  magnitude 
than  this  have  no  adverse  effects  on  employment.  So  while  some 
job  loss  may  occur  near  the  minimum  wage,  that  number  is  likely 
to  be  small. 

A  more  important  issue,  however,  is  the  fact  that  if  the  cost  of 
insurance  gets  shifted  to  workers'  wages,  then  this  represents  a 
very  large  decrease  in  the  spendable  income  of  low-wage  workers. 
Thus,  any  plan  must  have  subsidies  to  shield  the  burden  on  those 
low-wage  workers. 

Now,  the  Clinton  plan  shields  this  burden  by  capping  firm  pay- 
ments as  a  fraction  of  total  payroll  and  through  subsidies  to  smatl- 
and  low-wage  firms.  The  problem  with  the  approach,  as  was  men- 
tioned before,  is  that  it  taxes  firms  and  distorts  their  behavior. 
That  is,  for  example,  if  a  small  firm  wants  to  hire  another  em- 
ployee, they  are  taxed  on  that  employee  if  it  pushes  them  over  the 
limit  and  turns  them  into  a  big  firm. 

Similar  distortions  arise  for  low-wage  firms  that  want  to  hire 
high-wage  employees. 

These  distortions  give  incentives  for  firms  to  split  up  as  a  way 
to  minimize  their  total  health  insurance  cost,  and  this  could  cause 
large  economic  inefficiencies.  The  key  point  I  want  to  make  is  that 
this  distortion  can  be  easily  avoided  through  what  I  call  a  middle 
ground  between  employer  mandates  and  individual  mandates.  And 
that  is  that  we  have  employer  mandates,  individual  subsidies.  That 
is,  tie  the  subsidies  to  individual  employee  wages  and  not  total  firm 
payroll. 

The  way  you  would  do  this  is  simply  stipulate  for  any  individual 
employee  the  cost  would  not  exceed,  say,  7.9  percent  of  their  wages, 
rather  than  7.9  percent  of  total  payroll.  This  ensures  that  low-wage 
workers  do  not  pay  a  very  high  fraction  of  their  income,  and,  fur- 
thermore, it  still  subsidizes  small  firms  to  the  extent  that  is  desir- 
able because  small  firms  pay  lower  wages. 

Furthermore,  this  plan  does  not  offer  problematic  incentives  for 
firms  to  split  up  because  you  are  subsidizing  the  individual  em- 
ployee and  not  the  firm.  So  I  view  this  as  equally  equitable  as  the 
alternative,  but  perhaps  more  efficient.  I  want  to  highlight  that 
this  is  not  a  criticism  of  an  employee  mandate  per  se,  but  rather 
a  criticism  of  employer-based  subsidies  rather  than  individual- 
based  subsidies. 

So  to  recap,  my  main  points  are  that  I  think  there  will  be  little 
job  loss  in  the  medium  to  long  run  because  past  empirical  evidence 
shows  these  kind  of  costs  do  get  shifted  to  individual  wages.  But 
I  do  foresee  a  large  rise  in  retirement  of  at  least  20  percent  and 
perhaps  substantially  more  due  to  these  what  I  view  as  inefficient 
subsidies  to  early  retirees. 
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I  think  there  will  be  some  job  impact  at  the  minimum  wage,  but 
it  is  likely  to  be  small  I  believe  because  there  are  not  many  work- 
ers who  will  be  impacted  near  the  minimum. 

And,  finally,  I  think  there  are  potentially  large  inefficiencies  from 
subsidizing  firms  not  individuals,  and  I  think  subsidies  in  this  plan 
should  be  based  on  individuals  not  firms. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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I  would  like  to  focus  my  comments  today  on  two  questions.  First,  what  will  be  the  employment  effects 
of  the  employer  mandate  under  the  Clinton  plan?    Second,  what  role  should  subsidies  play  in  such  a  mandate? 

Employment  Effect!  of  an  Employer  Mandate 

There  are  three  kinds  of  employment  effects  from  the  Clinton  plan.  The  first  is  the  potential  job  loss  from 
firms  that  do  not  offer  health  insurance,  but  are  newly  mandated  to  do  so.  For  these  firms,  the  key  factor 
determining  the  extent  of  job  loss  is  the  extent  to  which  the  costs  of  this  health  insurance  can  be  shifted  to  their 
workers'  wages.  If  full  shifting  takes  place,  then  the  total  cost  of  compensation  to  the  firm  will  not  rise,  and  there 
will  be  need  for  the  firm  to  lay  off  workers  If  it  does  not,  then  compensation  costs  will  rise,  and  there  will  be 
layoffs. 

Both  economic  theory  and  past  empirical  evidence  suggests  that,  in  fact,  the  costs  of  health  insurance  will 
be  largely  shifted  to  workers  wages  in  the  medium-long  run,  so  that  there  will  be  little  job  loss.  In  one  study  which 
I  coauthored  with  Alan  Krueger,  we  looked  at  the  effect  of  large  increases  in  the  costs  of  workers  compensation, 
the  oldest  mandated  benefit  in  the  U.S.,  on  wages  and  employment.  These  cost  increases  were  much  larger  than 
the  proposed  cost  of  health  insurance  under  the  Clinton  plan,  they  exceeded  10%  of  payroll  for  some  industries  in 
some  states.  Yet  we  found  that  over  8S%  of  the  cost  increase  was  passed  onto  workers  wages,  and  that  there  was 
no  significant  effect  on  employment. 

In  another  study,  I  looked  at  the  effect  of  increased  cost  of  health  insurance  for  women,  through  state  and 
federal  provisions  which  mandated  the  comprehensive  coverage  of  childbirth  expenditures  in  the  1970s.  This 
represented  a  sizeable  increase  in  the  cost  of  employing  women  of  child-bearing  age.  Yet,  once  again,  1  found  that 
this  cost  was  fully  shifted  to  their  wages,  with  no  effect  on  their  total  labor  supply 

Both  of  these  studies  suggest  that  there  will  be  little  job  loss  in  the  medium-long  run  from  the  Clinton  plan 
What  the  studies  cannot  address,  however,  is  the  very  short  run  effects.  The  first  of  these  studies  looked  over  a  10 
year  period,  and  the  second  looked  over  a  five  year  period.  During  the  first  few  years  that  the  Clinton  plan  is  in 
place,  employers  may  not  be  able  to  cut  nominal  wages  in  order  to  pass  the  cost  on  to  workers.  Instead,  employers 
may  have  to  wait  until  inflation  erodes  real  wages  in  order  to  shift  the  cost.  In  this  case,  there  could  be  some  job 
loss  in  the  short  run;  but  my  research  suggests  that  such  job  loss  will  be  short  lived 

The  second  employment  effect  will  be  the  reduced  costs  of  health  insurance  to  many  firms  that  do  currently 
offer  coverage.  This  reduction  will  occur  in  the  short  run  through  payroll  caps,  through  pooling  of  small  firms,  and 
through  community  rating;  they  may  occur  in  the  long  run  through  reduced  costs  of  health  care.  This  will  have 
exactly  the  opposite  effect  to  that  described  above.  Yet,  if  the  costs  to  the  no-health  insurance  firms  are  shifted  to 
workers  wages,  the  gains  to  the  health  insurance  firms  will  be  reflected  in  higher  wages  for  workers  as  well!  So, 
I  conclude  that  this  effect  on  employment  will  also  be  small;  once  again,  there  will  be  little  net  effect  on  jobs,  as 
the  costs  are  reflected  in  wage  changes. 

The  third  employment  effect  is  a  "supply  side"  effect.  There  may  be  a  number  of  workers  who  arc 
currently  working  simply  to  obtain  health  insurance.  When  publicly  subsidized  health  insurance  is  available  to  those 
who  do  not  work,  these  individuals  may  quit  While  this  is  voluntary,  it  may  represent  a  lower  fraction  of  the 
American  labor  force  that  is  working.  On  the  other  hand,  of  course,  if  there  is  substantial  unemployment  in  the 
economy,  these  jobs  will  not  go  empty. 

For  most  workers,  I  don't  think  that  there  will  be  much  quitting  in  response  to  health  reform  It  is  hard 
to  imagine  that  a  prime  age  worker  would  quit  simply  because  they  now  can  get  health  insurance  if  they  are  out 
of  the  labor  force.  Some  evidence  on  this  point  comes  from  a  study  which  I  did  with  Maria  Hanratty.  We 
examined  the  effect  of  introducing  National  Health  Insurance  in  Canada  in  the  1960s.  In  that  case,  these  supply 
side  effects  should  have  been  even  stronger,  as  individuals  could  get  completely  free  health  insurance  if  they  quit 
Yet,  we  found  that  employment  rose  in  each  province  as  that  province  passed  National  Health  Insurance 
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The  one  place  where  we  may  see  substantial  job  leaving  is  for  early  retirees  The  plan  greatly  subsidizes 
early  retirement  by  paying  for  the  majority  of  the  early  retirees  health  insurance  costs. 

In  my  view,  this  is  an  unnecessary  element  of  the  plan  Currently,  the  U.S.  health  insurance  system  unfairly 
penalizes  those  who  want  to  retire  early,  but  whose  employers  don't  provide  them  with  retiree  health  insurance.  This 
is  because,  while  they  work,  they  have  access  to  cheap  health  insurance  at  the  firm  When  they  retire,  their  cost 
of  insurance  goes  up  both  because  individual  insurance  is  much  more  expensive  than  group  coverage,  and  because 
they  are  no  longer  pooled  with  their  younger  co-workers  in  determining  the  cost  of  their  insurance. 

The  goal  of  the  plan  should  therefore  be  to  level  the  playing  field  between  working  and  retirement,  so  that 
individuals  can  fairly  make  the  decision  which  makes  them  happiest.  That  is,  the  plan  should  allow  retirees  to 
purchase  from  the  same  community  rated  pools  as  other  younger  workers  and  non-workers.  Yet,  instead,  the  plan 
tilts  the  playing  field  the  other  way,  by  having  the  government  pay  most  of  the  costs  of  their  health  insurance 

The  effects  on  early  retirement  could  be  quite  large.  In  a  recent  paper,  Brigitte  Madrian  and  I  studied  the 
effect  of  continuation  of  coverage  mandates  on  retirement  behavior.  These  mandates  state  that  early  retirees  can 
continue  to  purchase  their  employer  group  health  insurance  for  some  limited  period  of  time  after  they  retire.  Despite 
the  fact  that  the  employee  had  to  pay  the  full  costs  of  this  group  coverage,  we  found  that  one  year  of  such  coverage 
raised  the  fraction  of  55-64  year  olds  retiring  by  1  5  percentage  points,  a  20%  increase  in  the  retirement  rate.  The 
effects  of  the  Clinton  plan  on  retirement  would  presumably  be  more  dramatic,  since  it  is  much  more  generous  than 
continuation  coverage. 

This  is  an  unnecessary,  and  potentially  costly,  aspect  of  the  plan,  and  it  should  be  removed.  Early  retirees 
should  be  treated  like  all  other  unemployed  persons  -  they  should  be  mandated  to  buy  health  insurance  from  the 
regional  alliances,  with  subsidies  if  their  incomes  are  low. 

The  Effect  of  the  Mandate  on  Low  Wage  Workers 

The  second  question  of  importance  is  that  of  the  effect  of  the  employer  mandate  on  low  wage  workers. 
This  is  important  in  two  ways  First,  if  workers  are  earning  the  minimum  wage,  then  the  costs  of  health  insurance, 
by  definition,  cannot  be  shifted  to  their  wages    This  may  lead  to  some  job  loss  at  the  minimum  wage. 

I  don't  foresee  this  to  be  a  large  problem,  for  three  reasons.  First,  most  of  the  uninsured  do  not  earn 
anywhere  near  the  minimum  wage,  for  only  10%  of  uninsured  workers  will  shifting  be  constrained  by  the  minimum. 
Second,  the  mandate  only  amounts  to  a  small  increase  in  the  minimum  wage,  on  the  order  of  15  to  34  cents  per 
hour.  Third,  recent  research  on  the  effects  of  the  minimum  wage  has  found  that  increases  in  the  minimum  of  a 
much  larger  magnitude  have  no  adverse  effects  on  employment.  One  study  by  David  Card  and  Alan  Krueger  of 
Princeton  University  found  that  an  80  cent  increase  in  the  minimum  wage  in  New  Jersey  caused  no  decrease  in 
employment.  While  it  is  not  obvious  that  their  results  apply  to  the  shifting  of  the  costs  of  health  insurance,  they 
suggest  that  the  costs  may  be  small. 

A  more  important  issue,  however,  is  the  fact  that  if  the  costs  of  insurance  get  passed  onto  workers'  wages, 
this  will  represent  a  very  large  decrease  in  the  spendable  income  of  low  wage  workers.  This  is  the  reason  that  any 
such  plan  must  have  subsidies  to  help  shield  the  burden  on  low  wage  workers. 

Ideally,  we  would  shield  this  burden  by  redistributing  income  to  the  group  of  low  wage  workers  who  see 
a  large  drop  in  their  incomes.  That  is,  to  my  mind,  the  ideal  employer  mandate  would  have  the  firm  pay  their  share 
of  the  cost,  and  the  government  would  then  subsidize  the  employment  of  a  low  wage  individual  But,  for  some 
reason,  the  Clinton  plan  has  decided  to  do  the  redistribution  through  firms,  capping  premium  payments  as  a 
percentage  of  total  payroll,  and  subsidizing  small  low  income  firms. 

Why  do  we  care  about  whether  we  subsidize  firms  or  individuals?  We  care  because  the  proposed  Clinton 
approach  taxes  firms  and  distorts  their  behavior.  That  is,  the  fact  that  employer  contributions  are  capped  based  on 
total  payroll  taxes  a  low  wage  firm  that  wants  to  hire  a  high  wage  employee  Similarly,  the  fact  that  subsidies  are 
based  on  firm  size  taxes  a  small  firm  that  wants  to  hire  another  employee.  This  is  most  obvious  in  the  case  of  a 
subsidy  with  a  cutoff  at  50  employees  -  in  that  case,  hiring  the  51st  employee  can  substantially  raise  the  total  cost 
to  the  firm. 

The  key  point  that  I  want  to  make  is  that,  just  because  this  is  an  employer  mandate,  we  don't  have  to  do 
the  redistribution  through  firms.  That  is,  it  is  perfectly  feasible  to  have  an  employer  mandate,  but  individual-based 
subsidies.  We  could  simply  stipulate  that  the  employer  contribution  for  any  individual  employee  be  capped  at  7.9% 
of  that  employee's  wages.    And  we  could  easily  have  further  subsidies  for  low  wage  workers  within  this  system 

This  plan  still  subsidizes  small  firms,  since  they  pay  lower  wages  on  average.  Furthermore,  this  plan 
doesn't  offer  the  problematic  incentives  for  low  wage  firms  that  want  to  hire  a  high  wage  worker,  or  for  small  firms 
that  want  to  grow;  in  either1  case,  the  cost  of  the  next  worker  hired  has  no  bearing  on  the  cost  of  the  existing  set 
of  workers.  So  this  plan  would  be  as  equitable  as  the  alternative,  with  better  consequences  for  economic  efficiency 

Let  me  highlight  once  again  that  this  is  not  a  criticism  of  an  employer  mandate  per  se,  but  rather  a  criticism 
of  how  subsidies  are  carried  out  within  that  mandate.  This  is  not  a  fundamental  change  to  the  design  of  the  Clinton 
plan  -  just  a  tweak  which  greatly  enhances  its  efficiency. 


119 

Chairman  Rostenkowski.  Mr.  Zimmerman. 

STATEMENT  OF  MARTIN  B.  ZIMMERMAN,  CHIEF  ECONOMIST, 

FORD  MOTOR  CO. 

Mr.  Zimmerman.  Thank  you,  Mr.  Chairman.  Thank  you  for  the 
opportunity  to  appear  before  the  committee. 

I  have  been  asked  to  discuss  the  economics  of  health  care  reform 
from  the  perspective  of  U.S.  manufacturers  such  as  Ford.  As  we 
discuss  health  care  reform  and  its  economic  effects,  I  think  it  is  im- 
portant to  understand  what  the  present  system  does  to  manufac- 
turers and  how  it  penalizes  us.  Our  goal  is  to  be  more  competitive. 

However,  we  find,  after  making  efforts  in  that  area,  that  we  can 
accomplish  some  measures  of  cost  reduction,  but  we  cannot  accom- 
plish everything  because  the  system  works  against  us,  and  it  is  a 
tightly  interconnected  system. 

We  have  all  heard,  and  I  will  not  belabor  the  importance  of  the 
health  care  sector  to  the  economy,  the  fact  that  it  is  14  percent  of 
GDP,  and  the  fact  that  the  percentage  is  rising.  At  a  more  micro- 
economic  level,  to  put  it  in  the  context  of  Ford,  last  year  we  spent 
$1.4  billion  on  health  care.  That  is  more  money  than  we  spent  on 
steel. 

We  have  taken  many  actions  to  try  to  reduce  the  costs  of  health 
care,  including  managed  care  options,  such  as  HMOs  and  PPOs, 
case  management,  and  pharmaceutical  PPOs.  Last  year,  we  esti- 
mate that  from  those  and  other  measures,  we  saved  about  $200 
million  in  health  care  costs.  But  again,  we  cannot  do  it  alone  be- 
cause as  we  look  at  the  system,  we  are  part  of  an  interconnected 
system  that  leaves  a  lot  outside  of  our  control.  I  want  to  talk  brief- 
ly about  the  distortions  we  see  in  the  system. 

The  system  as  it  now  exists,  contains,  as  a  lot  of  the  discussion 
we  heard  earlier  from  the  previous  panelists  made  clear,  what 
amounts  to  hidden  taxes  in  the  system.  These  taxes  function  as  if 
they  were  part  of  the  written  Tax  Code,  and  what  they  do  is  raise 
the  costs  of  manufacturers. 

The  first  point,  it  is  important  to  realize,  as  has  been  referred  to 
before,  is  that  our  system  of  health  care  does  provide  a  degree  of 
access  for  all,  and  that  means  when  the  uninsured  are  forced  to 
seek  emergency  care,  not  only  is  that  care  more  expensive  than  it 
need  otherwise  be,  but  the  cost  is  shifted  to  paying  patients  as  hos- 
pitals raise  their  costs  to  those  patients  with  insurance  or  those  pa- 
tients able  to  pay.  That  cost  is  shifted  on  to  us  as  paying  cus- 
tomers. 

A  second  shift  is  from  firms  that  choose  not  to  insure  their  em- 
ployees, and  we  heard  some  discussion  earlier  on  that.  Those  firms 
rely  on  the  spouses  being  covered  by  firms  such  as  Ford.  So  again 
we  see  that  kind  of  shift,  and  increasingly  we  are  seeing  that. 

More  and  more  we  are  seeing  signs  of  firms  saying  "Let  us  leave 
it  to  others  to  provide  the  insurance."  We  see  that  in  the  case  of 
firms  offering  incentives  to  take,  to  use  one's  spouse's  health  care. 
We  see  it  in  the  area  of  retirees.  We  see  retiree  health  care  is  in- 
creasingly not  being  offered  by  firms.  Firms  are  backing  off. 

In  the  long  run,  that  kind  of  system  self-destructs.  No  one  will 
want  to  offer  health  care  if  they  can  shift  it  to  others,  and  it  is  that 
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shift  that  disadvantages  manufacturing  employees  and  manufac- 
turing firms. 

An  additional  tax  we  heard  referred  to  today  comes  from  the  gov- 
ernment. When  the  government  is  successful  in  controlling  costs  in 
Medicare  and  Medicaid,  that  is  not  always  a  reduction  in  the  total 
cost  of  the  health  care  system.  Very  often  it  is  a  shift  to  the  private 
sector  where  there  are  paying  patients  who  make  up  the  difference. 

These  underpayments,  all  of  them  together,  one  study  estimates, 
imposes  a  penalty  of  28  percent  on  the  cost  of  our  health  care  bills, 
that  is  on  the  cost  of  manufacturers. 

I  would  raise  another  point  where  the  system  is  not  working  cor- 
rectly, and  Professor  Reinhardt  addressed  himself  extensively  to 
that,  and  that  is  incentives  are  distorted  in  the  microeconomic 
sense,  and  it  leads  to  rapid  escalation  of  cost.  Third-party  payment 
in  health  care  means  neither  the  provider,  nor  the  insured 
consumer  face  a  realistic  budget  constraint. 

They  do  not  have  to  trade  off  cost  and  benefits.  The  providers 
often  have  the  incentive  to  actually  increase  the  amount  of  serv- 
ices, since  they  are  paid  by  the  quantity  of  services,  and  consumers 
do  not  pick  up  the  bills. 

And,  last,  I  would  say  that  consumers  in  a  situation  where  they 
are  getting  health  care,  they  often  are  not  in  a  position  to  really 
evaluate  the  information  on  costs  and  benefits. 

Now,  if  we  are  going  to  correct  that,  and  if  we  are  going  to  im- 
prove the  competitiveness  of  manufacturers,  that  is  improve  our 
ability  to  compete  in  the  world  marketplace,  I  think  the  cure  for 
this  has  to  have  a  number  of  features.  One  is  we  have  to  deal  with 
this  shift  by  making  financing  broad-based  and  equitable. 

If  we  have  universal  coverage,  and  an  employer-based  system, 
there  is  no  fair  nor  efficient  way  to  tax  only  a  subset  of  business. 
If  only  a  few  firms  are  required  to  pay,  the  incentive  to  everybody 
will  be  to  drop  insurance  and  leave  it  only  to  those  firms. 

This  also  applies  to  retirees  not  yet  eligible  for  Medicare.  We  can- 
not have  a  system  of  universal  coverage  that  does  not  provide  for 
them,  and  where  only  some  firms  provide  for  their  coverage. 

The  system  also  must  come  to  grips  with  excessive  cost,  particu- 
larly since  universal  coverage  will  increase  the  demand  on  the  sys- 
tem. That  will  tend  to  raise  total  costs. 

Now,  our  hope  is  that  aspects  of  managed  competition,  including 
bidding  on  standardized  coverage,  the  creation  of  purchasing  pools, 
will  lower  cost  escalation,  will  squeeze  out  some  of  the  inefficien- 
cies, but  we  may  need  cost  caps. 

There  are  risks  involved  with  those,  but  we  may  need  some 
mechanisms,  particularly  when  we  consider  that  there  really  are 
cost  controls  on  the  public  sector,  in  the  sense  we  do  have  global 
budgeting  when  it  comes  to  Medicare  and  Medicaid. 

We  cannot  really  have  a  semiglobal  budget,  that  is,  that  works, 
as  Congressman  Stark  correctly  pointed  out,  that  works  on  the 
public  sector  and  then  ignores  the  private  sector.  When  we  push 
the  balloon  in  one  area,  the  air  pops  in  the  other  area,  and  that 
is  an  important  point. 

Now,  a  lot  of  the  talk  has  been  on  whether  or  not  this  will  affect 
jobs.  I  would  like  to  briefly  talk  a  little  about  the  impact  on  the 
economy.  My  colleague,  Professor  Gruber,  talks  about  in  the  long 
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run  the  cost  of  the  employer  mandate  wall  be  shifted  backward  into 
wages.  I  think  the  economic  research  does  suggest  the  bulk  of  those 
costs  will  be,  however,  not  all  of  the  costs  willne. 

The  other  thing  I  would  add  is  that  this  is  a  longrun  adjustment. 
It  could  take  a  number  of  years,  and  I  notice  Professor  Gruber  said 
over  10  years  you  would  expect  to  see  that.  So  we  do  have  serious 
transition  problems  in  terms  of  the  system. 

Now,  I  would  say  there  are  a  number  of  ways  to  accomplish  our 
goals.  The  administration's  proposal,  for  example,  recognizes  the 
distortions  and  would  provide  universal  coverage,  would  provide 
broad-based  financing,  and  would  provide  measures  aimed  at  low- 
ering costs. 

If  we  can  accomplish  those  goals — and  let  me  get  away  from  the 
static  analysis,  that  is  the  analysis  that  says  it  will  be  shifted  back 
on  to  wages  in  the  long  run — if  we  are  successful  in  reducing  the 
share  of  our  national  resources  that  we  devote  to  health  care,  if  we 
can  weed  out  the  inefficiencies  that  Professor  Reinhardt  talked 
about,  if  we  can  have  a  more  rational  allocation  of  our  resources 
in  the  economy,  then  those  savings  might  translate  back  into  high- 
er wages  for  our  workers.  They  might  translate  back  into  higher 
profits  for  shareholders  which  will,  in  turn,  translate  into  invest- 
ment, and  greater  growth.  We  will  have  more  money  available  for 
education  and  other  purposes. 

Consequently,  I  don't  think  we  want  to  lose  sight  of  the  point 
that  the  key  element  is  in  getting  medical  costs  in  control  in  terms 
of  the  overall  allocation  of  resources  in  our  economy.  So  I  think 
over  the  long  run,  really  the  most  important  issue  is  what  happens 
to  our  standard  of  living  and  our  economic  growth  rate,  and  I  think 
to  the  extent  we  address  these  issues  we  will  realize  efficiencies 
and  cost  reduction.  And  that  will  increase  the  funds,  as  I  say,  for 
investment  which  produces  economic  growth,  job  growth  and  im- 
provements to  our  overall  standard  of  living. 

Thank  you. 

[The  prepared  statement  follows:] 
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Thank  you  for  the  opportunity  to  appear  before  the  Committee.   I  have 
been  asked  to  discuss  the  economic  impacts  of  health  care  costs  and  health 
care  reform  from  the  perspective  of  U.S.  manufacturers  such  as  Ford.   It  is 
our  view  that  the  present  system  creates  inefficiencies  and  distortions  that 
negatively  affect  important  sectors  of  our  economy,  our  workers,  our 
shareholders,  and,  most  important,  the  overall  health  of  our  economy.   It  is 
our  belief  that  any  health  care  reform  must  address  these  problems. 

The  Dimension  of  the  Problem 

As  is  well  known,  health  care  costs  in  1992  were  almost  14%  of  GDP,  and 
projections  are  that  costs  of  the  present  system  will  rise  to  19-20%  of  GDP 
in  the  year  2000.   These  are  much  higher  percentages  of  GDP  than  in  other 
industrialized  nations.   On  a  per  capita  basis,  we  spend  more  than  twice  as 
much  as  Japan  and  about  75%  more  than  Germany.   At  a  microeconomic  level, 
these  costs  mean  that  the  U.S.  auto  industry,  for  example,  spends  $1,100  per 
car  on  health  care,  more  than  the  cost  of  steel,  and  about  $500  per  vehicle 
more  than  our  international  competitors.   Ford  Motor  Company  last  year  spent 
a  total  of  $1.4  billion  on  medical  care  for  its  employees  and  retirees. 

Ford  has  undertaken  many  initiatives  to  slow  the  rate  of  cost  increase. 
In  cooperation  with  the  UAW,  insurance  carriers,  and  health  care  providers, 
we  have  instituted  managed  care  programs  using  HMO's  and  PPO's,  case 
management  programs  and  other  cost-reducing  measures.   These  measures  helped 
reduce  our  costs  by  $200  million  last  year,  yet  we  find  that  our  efforts 
cannot  completely  succeed  because  we  control  only  a  part  of  a  tightly 
interconnected  system.   Ford's  5  year  1988-1992  average  health  care  cost 
increase  of  8%  was  well  below  the  national  average  of  10%  and  below  the 
business  average  of  15%  --  but  still  twice  the  rate  of  inflation.   The 
overall  health  care  system  in  the  United  States  distorts  prices  and  increases 
our  costs,  no  matter  what  we  are  able  to  accomplish  together  with  our 
employees. 

The  Distortions  of  the  System 

A  great  deal  of  discussion  has  taken  place  regarding  the  financing  of 
proposed  reforms.   What  tends  to  be  ignored  in  the  discussion,  however,  is 
the  financing  of  the  present  system.   The  present  system  contains  hidden 
taxes  and  costs  that  we  and  our  employees  pay,  and  that  affects  our  cost 
competitiveness . 

It  is  important  to  recognize  that  in  the  U.S.  we  already  have  a  health 
system  that  provides  a  degree  of  access  for  all.   This  access  is  financed  by 
a  variety  of  hidden  taxes  that,  in  spite  of  being  hidden,  affect  the  economy 
as  much  as  if  they  were  explicitly  part  of  our  tax  code.   When  the  uninsured 
are  forced  to  seek  care  in  an  emergency  room,  not  only  is  that  care  more 
expensive  than  it  need  be,  but  the  cost  is  shifted  to  paying  patients,  as 
hospitals  and  providers  raise  rates  to  those  with  insurance  and  able  to  pay 
This  is  particularly  true  in  major  urban  areas,  where  the  domestic  auto 
manufacturers'  plants  tend  to  be  concentrated.   It  should  be  noted  that  two ■ 
thirds  of  these  uninsured  are  workers  and  their  dependents  who  do  not  recei  ■ 
coverage  from  their  employers. 

A  second  hidden  tax  is  created  by  some  firms  that  "free -ride"  off  the 
coverage  provided  by  other  firms.   For  example,  many  firms  find  it  attract Lv,- 
to  offer,  in  essence,  incentives  to  workers  to  use  their  spouse's  coverage 
As  medical  care  costs  rise,  more  and  more  firms  will  find  this  advantageous, 
raising  the  costs  of  those  firms  that  continue  to  provide  coverage.   Clearly. 
these  latter  firms  and  their  workers  will  be  under  an  increasing  cost 
disadvantage . 
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We  already  see  Increasing  signs  of  "leave  ic  to  others. "   Businesses  are 
increasingly  cuccing  back  on  health  care  for  retirees  who  have  not  yet 
reached  the  eligible  age  for  Medicare.   Less  than  half  of  the  private  sector 
workforce  is  employed  by  companies  with  retiree  health  benefits.   Again,  to 
the  extent  that  this  group  of  the  population  does  not  have  health  insurance, 
the  costs  are  shifted  to  those  firms  and  workers  who  continue  to  pay  for 
insurance.   In  the  long-run  such  a  system  will  self-destruct  --no  one  will 
want  to  offer  health  insurance,  hoping  to  leave  it  to  others. 

An  additional  hidden  tax  comes  from  the  government  when  it  is  successful 
in  reducing  the  payments  for  Medicare  and  Medicaid.   The  lower  government 
payments  do  not  necessarily  reflect  total  system  cost  reduction;  the 
difference  is  again  passed  on  to  paying  customers  through  higher  prices  from 
providers  who  are  trying  to  recover  underpayments  from  the  government. 

These  shifts,  or  taxes,  represent  significant  penalties.   One  estimate 
is  that  insured  manufacturing  workers,  and  their  firms  pay  a  penalty  of  28% 
on  their  health  care  costs,  which  penalizes  our  employees  and  reduces  our 
ability  to  compete  with  foreign  competitors.   And,  rapid  cost  escalation  in 
the  system  as  a  whole  worsens  this  burden  over  time,  creating  even  greater 
incentives  for  firms  to  reduce  or  eliminate  their  coverage  and,  in  turn, 
passing  on  these  costs  to  others. 


Distorted  economic  incentives  also  contribute  to  the  rapid  cost 
escalation.   In  health  care,  the  price  system  does  not  work  the  way  it  does 
normally  in  our  economy.   Usually  we  rely  on  individual  consumers  to  decide 
how  much  of  any  good  or  service  they  want  to  consume.   Given  their  individual 
budgets,  and  the  prices  they  face,  they  choose  among  the  wide  array  of 
available  goods  and  services.   Third  party  payment  in  health  care  means  that 
neither  the  provider  nor  the  insured  consumer  faces  a  realistic  budget 
constraint,  and  neither  has  sufficient  incentive  to  weigh  the  costs  and 
benefits  of  new  technologies  and  treatments.   Strong  incentives  encourage 
providers  to  provide  additional  service  since  they  get  paid  by  the  number  of 
services  they  provide,  and  consumers  don't  see  the  bills  which  are  taken  care 
by  insurers  or  government.   In  addition,  when  you  have  a  heart  attack  or 
other  serious  illness,  you  are  not  in  a  position  to  make  an  Intelligent 
decision  about  costs. 


In  summary,  the  present  system  involves  a  set  of  hidden  taxes  that  works 
to  the  disadvantage  of  firms  that  provide  health  insurance  and  their  workers. 
And,  the  normal  price  signals  and  incentives  for  carefully  weighing  costs  and 
benefits  are  substantially  reduced,  creating  inefficiencies  in  the  system  as 
a  whole. 


Elements  of  a  Cure 

Any  reform  of  health  care  must  address  these  distortions,  particularly 
if  we  are  to  provide  universal  coverage  without  bankrupting  the  system. 

First,  financing  must  be  broad  based  and  equitable.   If  the  system  is 
employer-based  and  includes  universal  coverage,  there  is  no  fair  or  efficient 
way  to  include  only  a  subset  of  business.   If  only  a  few  firms  are  required 
to  pay,  the  incentive  to  drop  insurance  will  continue,  forcing  other  firms  to 
pick  it  up.   The  cost  shift  incentive  will  continually  narrow  the  base  of 
paying  customers.   This  also  applies  to  retirees  not  yet  eligible  for 
medicare.   We  cannot  have  a  system  of  universal  coverage  where  only  some 
firms  pay  for  such  coverage. 

The  system  must  also  come  to  grips  with  excessive  cost  caused  by  the 
inefficiencies  of  health  care  decisions.   Cost  containment  is  an  important 
part  of  any  reform,  particularly  since  universal  coverage  will  increase  the 
demand  for  health  services,  tending  to  increase  total  system  cost.   Our  hope 
is  that  having  providers  bid  on  standardized  coverage,  and  the  creation  of 
purchasing  pools,  and  other  aspects  of  managed  competition  will  provide 
incentives  for  cost  reduction,  and  incentives  to  squeeze  out  inefficiencies. 
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While  there  are  risks  invoved  with  cost  caps,  mechanisms  like  these  may  serve 
as  a  backup  if  these  aspects  of  increased  competition  do  not  accomplish  the 
goals.  We  have  seen  already  the  prospect  of  system  changes  lowering  the  rate 
of  cost  escalation  -  -  although  the  rate  is  still  well  above  trend  for  other 
goods  and  services.  Any  cost  controls  must  apply  to  both  the  private  and  the 
public  sector,  or  Medicare  and  Medicaid  will  continue  to  cost  shift  by  paying 
providers  less  than  their  cost,  resulting  in  higher  prices  to  everyone  in  the 
private  sector. 

Impacts  of  the  Administration  Proposal  on  the  Economy 

While  there  are  a  number  of  ways  to  accomplish  these  objectives,  the 
Administration's  proposal  recognizes  the  distortions  and  would  provide 
universal  coverage,  broad-based  financing  and  measures  aimed  at  lowering 
costs.   The  gains  to  manufacturers  from  correcting  these  distortions  will  be 
shared  by  employees,  shareholders,  and  consumers  in  the  form  of  higher  wages 
lower  costs,  and  lower  prices. 

Over  the  long  run,  the  most  important  issue  is  what  happens  to  our 
economic  growth  rate,  and  to  our  standard  of  living.   To  the  extent  that  we 
address  the  issues  I  have  discussed,  we  will  realize  efficiencies  and  cost 
reductions  that  will  increase  funds  available  for  investment,  leading  to 
faster  growth  and  job  creation,  and  increases  in  our  standard  of  living. 
Given  the  interconnected  structure  of  the  present  system  of  health  care 
provision,  only  a  comprehensive  attack  will  solve  the  problems  that  we  now 
face. 

Thank  you. 


125 

Chairman  Rostenkowski.  Mr.  Scherb. 

STATEMENT  OF  DAVID  E.  SCHERB,  VICE  PRESDDENT, 
COMPENSATION,  PEPSICO 

Mr.  Scherb.  Mr.  Chairman,  members  of  the  committee,  good 
morning.  I  am  Dave  Scherb,  vice  president  of  compensation  for 
PepsiCo.  I  am  not  an  economist,  but  I  have  20  years  experience  de- 
signing and  managing  corporate  health  benefits.  So  my  perspective 
will  be  a  hands-on  perspective  that  comes  from  administering  plans 
and  seeing  the  impact  close  up. 

I  have  provided  the  committee  with  copies  of  my  written  state- 
ment, and  I  welcome  the  opportunity  to  briefly  summarize  those 
points  today. 

We  applaud  the  President's  leadership  in  bringing  the  health 
care  issue  to  the  fore,  and  we  strongly  believe  reform  is  necessary. 
Yet  based  on  our  review  of  the  administration's  legislation,  we  are 
very  concerned  about  serious  consequences  for  PepsiCo's  business, 
our  employees,  and  the  economy  at  large. 

With  the  committee's  permission,  I  would  like  to  focus  this  morn- 
ing on  two  matters  of  particular  concern  from  an  economic  and  job 
standpoint. 

First,  the  administration's  plan  will  take  away  an  employer's 
ability  to  directly  control  the  cost  and  quality  of  health  care  for  its 
workers  and  will  disengage  business  from  the  process  of  innovation 
in  health  care. 

Second,  we  believe  the  proposal  will  reduce  employment  oppor- 
tunity at  PepsiCo  by  tens  of  thousands  of  jobs.  To  understand  now 
we  came  to  these  conclusions,  it  might  be  helpful  to  know  a  little 
more  about  our  company. 

PepsiCo  is  diversified  with  three  principal  lines,  each  accounting 
for  roughly  one-third  of  our  business:  beverages,  snack  foods,  and 
restaurants.  We  have  been  one  of  America's  most  aggressive 
growth  companies,  almost  doubling  our  employment  from  182,000 
to  332,000  in  just  the  past  5  years. 

A  recent  Fortune  Magazine  article  predicted  that  PepsiCo  may  be 
the  first  company  to  reach  1  million  employees  perhaps  as  early  as 
the  year  2000. 

From  an  employment  and  health  care  point  of  view,  our  beverage 
and  snack  food  divisions  are  similar:  full-time  employees,  low  turn- 
over and  most  covered  by  PepsiCo  benefit  plans.  Our  food  service 
operations  have  a  different  profile,  primarily  part  time,  with  a 
turnover  rate  above  150  percent  a  year,  and  relatively  few  people 
who  obtain  coverage  through  the  company. 

We  have  been  piloting  various  kinds  of  health  care  plans  for 
part-time  employees  since  1987,  but  interest  among  our  workers 
has  been  limited. 

Our  experience  at  Pizza  Hut  illustrates  the  point.  Health  care  in- 
surance is  offered  to  all  hourly  crew  members,  now  over  100,000 
people,  at  an  annual  employee  cost  of  about  $600  for  a  single  per- 
son and  $1,300  for  a  family. 

When  we  rolled  out  the  plan,  we  surveyed  a  sample  of  our  em- 
ployees to  determine  why  they  made  their  choices.  We  found  that 
71  percent  had  coverage  elsewhere.  Of  the  remaining  29  percent, 
half  signed  up  for  the  Pizza  Hut  plan.  Of  the  other  15  percent, 
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about  half  declined  for  cost  reasons  and  the  other  half  said  they  did 
not  need  insurance. 

As  you  know,  the  administration's  employer  mandates  would  re- 
quire us  to  pay  not  only  for  those  workers  without  coverage,  but 
for  all  part-timers,  even  those  who  are  already  covered. 

Our  first  major  concern  under  the  administration's  plan  is  that 
it  would  take  employers  out  of  the  health  benefit  equation.  As  pres- 
ently structured,  the  plan  would  require  companies  to  pay  for  em- 
ployee coverage  but  we  would  lose  the  ability  to  control  cost  and 
quality,  and  I  say  that  based  on  experience. 

Proponents  contend  that  large  companies  can  opt  out  of  the  re- 
gional alliances,  but,  in  reality,  even  we  would  have  to  join  the  gov- 
ernment-sponsored plans.  We  could  never  compete  with  the  alli- 
ances that  control  upward  of  85  percent  of  the  market  because 
there  is  not  a  region  in  the  country  where  PepsiCo  represents  even 
1  percent  of  the  total  health  care  market. 

Community  rates  and  the  alliance  structure  means  that  any  ac- 
tions employers  take  will  not  benefit  the  bottom  line,  and  the  gov- 
ernment's payroll  cap  would  discourage  companies  from  contribut- 
ing energy  and  expertise  to  manage  costs  and  improve  the  system. 

PepsiCo  was  one  of  the  first  companies  to  offer  a  choice  of  plans, 
including  HMOs  and  PPOs.  We  have  also  been  a  pioneering  com- 

f>any  in  managed  care,  employee  assistance  programs,  private  help 
ines  for  substance  abusers,  wellness  programs,  and  coverage  for 
preventive  care. 

For  example,  we  developed  an  early  intervention  program  to 
identify  problem  pregnancies  that  eventually  became  marketed  by 
insurers.  We  are  very  concerned  that  alliances  would  undermine 
private  sector  incentives  to  come  up  with  the  next  generation  of 
new  ideas. 

The  proposed  financing  structure  creates  winners  and  losers 
among  industries  and  it  puts  an  extra  burden  on  low-paying,  entry 
level  jobs.  Jobs  that  are  especially  vulnerable  in  today's  economy. 
For  example,  in  addition  to  their  own  expenses,  our  employees 
would  have  to  shoulder  the  cost  of  uncompensated  care,  the  higher 
health  care  costs  of  older  workers  at  other  companies,  and  the  cost 
of  government  subsidies  for  early  retirees,  representing  billions  of 
dollars  in  obligations  incurred  by  mature  and  frequently  profitable 
companies. 

This  brings  me  to  the  second  major  point,  the  impact  on  jobs  at 
PepsiCo.  To  illustrate,  our  average  worker  is  single  and  works  22 
hours  per  week.  At  $5  an  hour,  he  or  she  would  earn  about  $5,700 
a  year.  Under  the  administration  proposal — if  we  accept  their  num- 
bers, labor  costs  for  this  worker — would  increase  roughly  20  per- 
cent. For  family  coverage,  it  would  be  more  than  45  percent. 

These  may  not  sound  like  particularly  big  numbers,  but  in  the 
restaurant  industry,  labor  is  the  single  largest  element  of  cost. 
Even  a  20  percent  increase  would  offset  more  than  half  our  profits. 
Most  of  the  restaurant  industry  would  fare  even  more  poorly  than 
we  would. 

I  would  like  to  emphasize  that  if  the  administration's  new  em- 
ployer mandate  tax  was  passed  intact,  PepsiCo  would  not  sacrifice 
business  growth  or  shareholder  returns.  We  would  not  reduce  the 
quality  of  our  products  or  the  convenience  we  provide  the  cus- 
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tomers,  nor  could  we  charge  more.  Consumers  vote  with  their  feet, 
and  when  they  do  not  get  good  value,  thev  stop  purchasing;  a  tough 
lesson  we  have  all  learned  over  the  past  few  years. 

So  the  most  likely  outcome  under  the  administration  plan  would 
be  to  reduce  our  reliance  on  labor-intensive  practices.  We  would 
hire  fewer  people  and  let  high  employee  turnover  do  the  rest. 

When  we  looked  at  the  labor  cost  value  equation  a  little  more 
closely,  we  came  up  with  a  number  of  strategies.  First,  we  would 
accelerate  the  use  of  available  technology.  To  automate  res- 
taurants, we  would  provide  customers  with  touch-screen  computers 
to  place  orders,  and  use  automated  credit  card  units  to  cut  down 
on  cash  transactions. 

A  second  strategy  is  to  expand  buffets,  commissary  preparation 
and  other  service  delivery  efficiencies  that  do  not  sacrifice  quality. 

A  third  option  is  to  shift  the  future  growth  emphasis  of  our  food 
companies  away  from  traditional  in-store  dining  and  delivery  to 
less  labor-intensive  channels. 

As  is  our  continuing  practice,  we  would  close  marginal  units  and 
raise  the  hurdle  for  opening  new  restaurants,  in  line  with  the  new 
labor  cost  value  equation.  In  that  case,  we  could  consider  a  fourth 
option  and  reallocate  our  capital  and  our  growth  plans  to  less 
labor-intensive  enterprises. 

For  the  past  5  years,  we  have  been  building  restaurants  at  the 
rate  of  one  a  day  and  this  year  it  is  two  a  day.  Each  restaurant 
is  a  $1  million  business  that  adds  to  the  tax  base  and  employment 
in  local  communities  all  across  America.  In  addition  to  the  res- 
taurant workers  we  hire  directly,  this  growth  fuels  job  opportuni- 
ties in  real  estate,  the  building  and  construction  trades,  goods  and 
services,  and  many  other  sectors  of  the  economy. 

So  in  our  opinion,  the  administration  plan  would  cost  jobs  on  a 
net  basis  and  would  have  a  big  impact  on  entry-level  employment 
for  the  young  and  in  many  cases  the  unskilled  and  disadvantaged, 
the  very  groups  among  whom  unemployment  is  the  greatest. 

A  restaurant  creates  important  jobs  that  are  far  more  flexible 
and  upwardly  mobile  than  most  people  think.  Consider  the  experi- 
ence it  provides.  A  lot  of  young  workers  in  the  industry  are  teen- 
agers, in  their  first  jobs.  It  is  their  first  time  earning  a  paycheck. 
They  are  learning  the  responsibilities  of  being  dependable  and  how 
effort  can  be  rewarded,  as  well  as  interpersonal  skills  and  how  to 
work  as  a  team  to  satisfy  customers. 

According  to  a  1993  survey  by  the  National  Restaurant  Associa- 
tion, more  than  half  of  all  adults  under  age  35  worked  at  some 
time  in  food  service,  and  for  nearly  a  third,  food  service  represented 
their  first  job.  These  jobs  provide  skills  that  last  a  lifetime.  I  know. 
They  did  for  me.  I  worked  my  way  through  college  part  time  with 
Kentucky  Fried  Chicken.  I  started  as  a  crew  member,  then  a  super- 
visor, and  eventually  a  night  manager. 

At  PepsiCo,  some  of  our  employees,  primarily  in  the  part-time 
work  force,  do  not  have  insurance  coverage.  We  want  to  make  sure 
these  workers  do  have  access  to  coverage  and  we  have  been  work- 
ing toward  that  goal,  but  not  at  the  expense  of  their  jobs. 

We  believe  employers  have  been  responsible  for  much  of  the  posi- 
tive innovation  and  contribution  to  quality  and  cost  control.  Indeed, 
most  of  the  reform  proposals  before  Congress  incorporate  what  em- 
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ployers  have  been  doing  as  responsible  purchasers.  Unfortunately, 
the  administration's  plan  will  disengage  employers,  losing  valuable 
experience  and  expertise  just  when  we  need  it  most  to  help  reform 
the  system. 

At  PepsiCo,  we  also  believe  the  plan  will  ultimately  cost  thou- 
sands of  Americans  jobs.  We  believe  the  answer  is  to  fix  what  is 
wrong,  but  to  build  on  a  system  that  is  currently  capable  of  deliver- 
ing the  best  quality  health  care  in  the  world,  but  not  to  reinvent 
the  system  as  a  government-regulated  system. 

I  encourage  your  committee  to  strongly  consider  health  care  re- 
form alternatives  that  do  not  create  problems  equal  to  or  greater 
than  those  we  seek  to  resolve. 

Mr.  Chairman,  that  concludes  my  opening  remarks,  and  I  would 
be  happy  to  respond  to  any  questions  you  may  have  and  thank  you 
very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  BY  DAVID  E.  SCHERB 

VICE  PRESDDENT  -  COMPENSATION,  PEPSICO 

HOUSE  COMMITTEE  ON  WAYS  &  MEANS 

DECEMBER  15, 1993 


Mr.  Chairman,  members  of  the  Committee . . .  good  morning.  I'm  Dave  Scherb,  Vice 
President  of  Compensation  for  PepsiCo.  I  have  20  years  of  experience  designing  and 
managing  corporate  health  benefits.  I  am  also  Chairman  of  the  Washington  Business 
Group  on  Health,  although  today  I  am  exclusively  representing  PepsiCo.  My  perspective 
in  discussing  the  Administration's  health  care  reform  proposal  is  one  of  "hands  on" 
experience  that  comes  from  actually  designing  and  administering  health  plans  and  seeing 
the  impact  close  up. 

At  PepsiCo,  we  successfully  provide  quality  health  benefit  plans,  and  hold  cost  increases 
on  these  plans  well  below  the  national  average.  This  has  been  accomplished  through 
competitive  purchasing  and  innovation,  and  111  speak  to  both  shortly.  However,  we've 
also  come  to  realize  that  there  are  limits  to  what  we  can  achieve  without  health  system 
reform.  For  example,  we're  very  sensitive  to  the  need  for  small  market  insurance  reform. 
That's  because  our  business  partners  at  Pepsi-Cola  and  our  restaurant  divisions  include 
thousands  of  individual  franchisees.  We  also  have  first  hand  experience  with  health  care 
access  issues  for  both  manufacturing  and  service  jobs.  We  operate  the  gamut  from  large 
Frito-Lay  manufacturing  plants  down  to  small  Pizza  Hut  delivery  stores. 

Our  practical  knowledge  about  the  impact  of  health  care  costs  on  economic  growth  and 
jobs  is  based  on  the  shape  and  size  of  our  enterprises.  PepsiCo  has  been  one  of  America's 
most  aggressive  growth  companies.  We  have  almost  doubled  our  US  employment  base 
from  182,000  to  332,000  in  the  past  5  years.  A  recent  Fortune  Magazine  article  predicted 
that  PepsiCo  may  be  the  first  company  to  reach  a  million  employees . . .  perhaps  as  early 
as  the  year  2000. 

So  we  clearly  have  a  big  stake  in  solving  the  difficult  health  care  issues  facing  American 
businesses  and  workers.  We  applaud  the  President's  leadership  in  bringing  this  issue  to  the 
fore . . .  and  we  strongly  believe  reform  is  necessary.  Yet,  based  on  our  review  of  the 
Administration's  legislation,  we're  very  concerned  about  serious  unintended  consequences 
for  PepsiCo's  business,  our  employees  and  the  economy  at  large. 

I  welcome  the  opportunity  to  summarize  our  viewpoints  on  what  we  feel  are  two  of  the 
most  critical  issues: 

•  First,  the  Administration's  proposal  will  take  away  an  employer's  ability  to 
directly  control  the  cost  and  quality  of  health  care  for  its  workers.  It  will 
disengage  America's  business  executives  from  the  process  of  innovation  in 
health  care  cost  control    ...  a  process  that  benefits  everyone  in  the  system. 

•  Second,  the  proposal  will  reduce  employment  opportunity  at  PepsiCo  by  tens 
of  thousands  of  jobs.  By  mandating  both  the  design  and  cost  structure  of  an 
employer's  contribution  to  health  care  costs,  the  proposal  does  not  take  into 
account  the  major  differences  between  companies,  workforces,  market 
environments,  or  business  operations.  In  the  process,  the  proposal  creates 
winners  and  losers  among  industries.  Unfortunately,  the  real  losers  will  be 
American  workers  who  would  not  have  as  many  job  opportunities  in  industries 
ranging  from  food  service,  to  technology,  to  retail,  to  light  manufacturing  . . . 
and  especially  small  business  and  start-up  enterprises. 
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We  believe  these  negative  impacts  are  wholly  unnecessary  to  achieving  real  reform  of  the 
health  care  delivery  system.  To  understand  how  PepsiCo  came  to  these  conclusions,  it 
might  be  helpful  to  know  a  little  more  about  who  we  are. 

We're  a  diversified  company  with  three  principal  lines  of  business,  each  accounting  for 
roughly  a  third  of  our  revenues.  First  is  beverages . . .  represented  by  the  Pepsi-Cola 
Company.  Second  is  snack  foods . . .  represented  by  Frito-Lay.  And  third  is  our 
restaurant  business.  It  includes  three  principal  divisions:  Pizza  Hut,  KFC  and  Taco  Bell. 
Each  of  these  business  lines  operates  internationally,  but  111  focus  on  our  domestic 
operations. 

From  an  employment  and  health  care  point  of  view,  our  beverage  and  snack  food  divisions 
are  similar . . .  full-time  employees,  low  turnover  with  most  covered  by  PepsiCo  benefit 
plans.  Our  food  service  operations  have  a  different  profile . . .  primarily  part-time,  with  a 
turnover  rate  above  ISO  percent  a  year,  and  relatively  few  employees  who  get  their  health 
coverage  through  PepsiCo. 

We  have  been  piloting  various  kinds  of  health  care  plans  for  part-time  employees  since 
1987  . . .  but  interest  among  our  workers  has  been  limited.  Not  surprisingly,  most  part- 
time  employees  are  primarily  interested  in  wages.  The  large  majority  already  have 
coverage  through  their  parents,  spouse,  school  plans  and  elsewhere. 

Our  experience  under  the  Pizza  Hut  benefits  plan  for  part-timers  illustrates  the  point 
Health  care  insurance  is  offered  to  all  hourly  crew  members . .  .now  over  100,000 
employees.  Employees  pay  most  of  the  annual  cost . . .  about  $600  for  a  single  person, 
and  $1300  for  a  family.  Last  year,  when  we  rolled  out  the  plan,  we  surveyed  a 
representative  sample  of  the  population  to  determine  why  they  made  their  choices. 

•  We  found  that  7 1  percent  had  coverage  elsewhere.  Not  surprisingly,  relatively 
few  of  these  workers  accepted  Pizza  Hut's  plan. 

•  The  group  we  were  most  interested  in  was  the  29  percent  without  any 
insurance  coverage.  About  half  of  this  group  did  sign  up  for  the  Pizza  Hut 
plan. 

•  This  left  IS  percent  of  Pizza  Hut's  hourly  workers  still  without  any  coverage. 
When  we  asked  them  why  they  didn't  take  the  plan,  about  half  said  cost  was 
the  reason  and  the  other  half  said  they  didn't  feel  they  needed  insurance. 

The  Administration's  employer  mandate  would  require  us  to  pay  not  only  for  those 
workers  without  coverage . . .  but  for  aU  our  part-timers,  even  those  who  are  already 
covered.  Because  of  the  employee  mix  between  our  various  business  lines,  die  restaurant 
divisions  are  where  the  cost  impact  is  greatest  on  PepsiCo. 


Removing  Employers'  Ability  to  Control  Health  CaTS  C"*8  ""d  Quality 

Our  first  major  concern  under  the  Administration's  plan,  which  I  referred  to  earlier,  effects 
all  of  PepsiCo's  businesses.  It  is  that  employers  will  be  taken  out  of  the  health  benefit 
equation.  As  presently  structured,  the  Administration's  proposal  will  require  companies  to 
pay  for  employee  health  care  coverage ...  but  well  lose  our  ability  to  control  cost  and 
quality.  I  say  that  based  on  experience. 

Some  states  may  opt  for  the  direct  control  afforded  by  single  payor  systems.  In  other 
states  adopting  huge  regional  alliances,  the  control  may  be  less  direct. . .  but  no  less 
encompassing.  • 

Proponents  of  the  Administration  plan  contend  that  large  companies  can  opt-out  of  the 
regional  alliances,  and  create  corporate  alliances  that  will  enjoy  competitive  purchasing  of 
health  services.  Some  might  argue  that  PepsiCo,  as  one  of  America's  largest  employers. 
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should  be  a  prime  candidate  to  opt-out  In  reality,  though,  even  we  would  have  to  join  the 
government  sponsored  plans. 

Let  me  explain.  First ...  the  proposal  would  require  that  all  our  part-time  employees  join 
the  regional  alliances  . . .  and  that  includes  about  two-thirds  of  our  U.S.  workforce.  The 
remaining  one-third  could  in  theory  be  covered  by  a  corporate  alliance  . . .  but,  in  practice, 
they  will  not  How  could  any  independent  company  ever  compete  as  a  health  care 
purchaser  with  regional  alliances  that  will  control  upwards  of  85  percent  of  the  total 
market.  In  my  experience,  there  isn't  a  region  of  the  country  where  PepsiCo  represents 
even  one  percent  of  the  total  health  care  market 

Second ...  as  a  corporate  alliance  we  would  have  to  pay  a  state  payroll  assessment  for  the 
privilege  of  staying  outside  the  government  run  alliances.  We  would  not  be  covered  by  a 
government  subsidized  payroll  cap  on  cost  enjoyed  by  any  competitors  inside  the  regional 
alliance. 

Under  the  circumstances,  the  decision  to  join  the  regional  alliance  is  the  only  one  that 
seems  logical  to  us  if  the  Administration  plan  is  enacted.  Based  on  conversations  with  my 
counterparts  at  other  large  companies,  it  appears  that  this  analysis  is  quite  uniform. 

As  I  mentioned  earlier,  companies  joining  the  alliances  will  lose  their  ability  and  incentive 
to  lower  the  cost  and  maintain  the  quality  of  health  care  for  their  workers. 

Community  rates  will  mean  that  any  actions  employers  might  take  will  not  benefit  the 
bottom  line . . .  and  the  government's  payroll  cap  on  employer  cost  insures  that  even 
companies  with  the  highest  health  care  expense  no  longer  need  to  contribute  energy  and 
expertise  to  manage  costs  and  improve  the  system. 

What  kind  of  company  action  am  I  talking  about?  Taking  PepsiCo  as  an  example,  we 
were  one  of  the  first  few  companies  to  offer  a  choice  of  plans ...  as  far  back  as  the  1970s. 
Today  an  employee  can  choose  not  only  between  several  insurance  plans,  but  HMOs  and 
PPOs. 

We've  been  a  pioneering  company ...  in  managed  care.  Employee  Assistance  Programs, 
private  help  lines  for  substance  abusers,  wellness  programs  and  coverage  for  preventive 
care.  For  example,  we  developed  an  early  intervention  program  to  identify  problem 
pregnancies  that  eventually  became  marketed  nationally  by  insurers.  Similar  efforts  are 
made  by  thousands  of  companies.  Why?  Because  they  respond  to  employee  need  and 
positively  effect  the  bottom  line ...  a  win/win  situation  that  keeps  management  fully 
engaged. 

However,  the  proposed  financing  structure  goes  beyond  disengaging  corporate 
innovation.  It  creates  winners  and  losers  among  industries.  Take  PepsiCo's  relatively 
young  workforce  for  example.  Because  of  community  ratings  in  the  alliance,  premium 
charges  would  be  far  above  the  actual  cost  of  health  care  services  our  workers  utilize.  In 
addition  to  their  own  expenses,  our  employees  would  have  to  shoulder 

•  The  costs  of  uncompensated  care  and  government  benefits  to  individuals. 

•  The  higher  health  care  costs  of  older  workers  at  other  companies. 

•  And  the  cost  of  government  subsidies  for  early  retirees . . .  representing  billions 
of  dollars  in  obligations  incurred  by  mature  and  frequently  profitable 
companies. 

The  actual  cost  to  cover  a  teenager  or  a  young  person  in  their  twenties  is  significantly  less 
than  the  community  rates  that  will  be  charged  by  the  regional  alliances.  That  puts  an  extra 
burden  on  lower  paying,  entry  level  jobs  . . .  jobs  that  are  especially  vulnerable  in  today's 
economy. 
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Reducing  Employment  Opportunities 

Now,  let  me  be  specific  about  the  impact  on  jobs  at  PepsiCo.  Let  me  share  a  brief  analysis 
to  illustrate  my  point  Let's  say  the  average  new  restaurant  worker  is  single  and  works  22 
hours  per  week . . .  which  is  the  average  for  our  part-time  restaurant  employees.  At  $5  an 
hour,  he  or  she  would  earn  about  $3,700  a  year.  Under  the  Administration  proposal . . . 
and  if  we  accept  their  numbers  . . .  PepsiCo  would  be  required  to  pay  80  percent  of  the 
estimated  cost  of  health  coverage($l  ,800  for  an  individual  and  $4,500  for  a  family).  Since 
we're  permitted  to  pro-rate  hours  under  the  Administration  plan,  labor  costs  for  this 
worker  would  increase  by  about  $1,056 ...  or  roughly  20  percent  For  family  coverage,  it 
would  be  $2,640 ...  or  more  than  45  percent 

These  may  not  sound  like  particularly  big  numbers.  However,  in  the  restaurant  industry, 
labor  is  the  single  largest  element  of  cost ...  on  average  about  30  percent  of  sales.  Even  a 
20  percent  rise  would  increase  operating  costs  by  about  6  percent  of  sales. 

In  1992,  our  average  pre-tax  U.S.  profit  among  PepsiCo's  three  restaurant  divisions  was 
8.4  percent  of  sales.  Assuming  we  took  no  action  to  offset  the  added  6  percent  cost,  more 
than  h?If  of  our  restaurant  profits  would  be  taken  away  by  new  health  care  costs. 

Most  of  the  restaurant  industry  would  fare  even  more  poorly.  The  National  Restaurant 
Association  estimates,  for  example,  that  the  average  before  tax  profits  of  table  service 
restaurants  is  only  3  to  5  percent  of  gross  sales. 

I  'd  like  to  emphasize  that  if  the  Administration's  proposal  was  passed  intact  we  would  not 
sacrifice  business  growth  or  shareholder  returns.  After  all,  most  of  our  shareholders  are 
pension  funds  and  other  investors  who  need  vibrant  places  to  put  their  money. 

Nor  could  we  reduce  the  quality  of  our  products  or  the  convenience  we  provide  to  our 
customers  . . .  nor  could  we  charge  more.  Consumers  vote  with  their  feet  And  when 
they  don't  get  good  value,  they  stop  purchasing ...  a  tough  lesson  we've  all  learned  the 
hard  way  in  recent  years. 

If  we  could  increase  margins  without  losing  profits  to  lower  volume,  we  would  have  done 
so  already.  So,  to  our  way  of  thinking,  the  most  likely  outcome  under  the  Administration 
health  plan  would  be  to  reduce  our  reliance  on  labor  intensive  activities  and  practices.  In 
other  words,  we'd  start  hiring  fewer  people  . . .  and  let  high  employee  turnover  do  the  rest 

When  we  looked  at  the  labor-cost-value  equation  a  little  more  closely,  we  came  up  with  a 
number  of  strategies.  First ...  we  could  use  technology  to  automate  restaurants,  provide 
the  customer  with  touch  screen  computers  so  employees  don't  need  to  take  orders,  and 
use  automated  credit  card  units  to  cut  down  cash  transactions.  We  could  reduce  labor  in 
the  kitchens  too.  Taco  Bell,  for  instance,  already  runs  test  stores  where  machines 
completely  make  and  wrap  its  products.  I  could  give  similar  examples  for  each  of  our 
food  service  concepts. 

If  these  technologies  are  available  today,  why  don't  we  already  use  them?  Again,  it's  a 
matter  of  cost  Today,  our  labor  costs  are  such  that  there's  not  as  much  payoff  for  large 
scale  technology  investments  of  this  type.  However,  our  analysis  of  the  employer-paid 
mandate  shows  that  expected  higher  labor  costs  would  now  make  technological 
investments  much  more  attractive  on  a  broad  scale. 

A  second  strategy  is  to  expand  the  use  of  less  labor  intensive  ways  of  getting  the  product 
to  consumers,  such  as: 

•  Expanding  the  lunch  time  buffet  at  Pizza  Hut  and  KFC,  and  the  self-service 
drinks  at  Taco  Bell. 

•  Accelerating  the  transfer  of  food  preparation  to  central  commissaries  and 
outside  suppliers.  These  product  sources  are  less  labor  intensive  than  scratch 
preparation  at  local  restaurants. 
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A  third  option  is  to  shift  the  future  growth  emphasis  of  our  food  service  companies  away 
from  traditional  in-store  dining  and  delivery.  Less  labor  intensive  points  of  distribution  are 
available  such  as  carts,  convenience  stores  and  supermarkets.  Taco  Bell,  for  example, 
already  has  grocery  products  in  test  markets  around  the  country. 

For  the  vast  majority  of  our  restaurants,  we  believe  these  strategies  would  sufficiendy 
reduce  hours  and  head  count  to  offset  the  expected  labor  cost  increase  under  the 
Administration  health  care  plan. 

In  spite  of  these  efforts,  some  restaurants  may  become  marginal.  As  is  our  continuing 
practice  . . .  those  units  would  be  closed.  Also,  the  hurdle  for  opening  new  restaurants 
would  become  somewhat  higher.  In  that  case,  we  could  consider  a  fourth  option  . . .  and 
reallocate  our  capital  investment  and  growth  plans  to  less  labor  intensive  enterprises.  But 
that  would  not  be  our  preference. 

For  the  last  five  years  we've  been  building  restaurants  at  the  rate  of  one  a  day.  This  year 
we  will  build  two  a  day.  That's  right,  on  average  a  new  PepsiCo  restaurant  is  opening 
every  12  hours  all  year  long.  Each  restaurant  is  a  $1  million  business  that  adds  to  the  tax 
base  and  employment  in  local  communities  all  across  America.  In  addition  to  our  own 
employees,  this  growth  fuels  job  opportunities  in  real  estate,  the  building  and  construction 
trades,  goods  and  services,  and  other  sectors  of  the  economy. 

Thereve  been  many  economic  predictions  about  how  various  industries  might  react  to  the 
Administration's  health  plan.  Many  of  these  predictions  no  doubt  were  based  in  large  part 
on  computer  models  and  theory.  What  I've  talked  about  today  is  how  one  company  would 
actually  respond.  Other  companies . . .  both  large  and  small . . .  may  or  may  not  have  the 
same  resources  available  to  invest  in  technology,  change  the  way  they  serve  customers,  or 
find  alternate  uses  of  capital  to  insure  continued  earnings  growth. 

There  seems  to  be  an  inherent  assumption  in  the  structure  of  the  Administration's  plan: 
that  it's  fair  and  in  society's  best  interest  to  transfer  a  large  percentage  of  health  care  costs 
from  older,  more  highly  paid  workers  in  mature,  primarily  manufacturing  companies,  to 
lower  paid,  younger  workers  in  newly  growing  industries  such  as  services.  We  think  that 
assumption  is  absolutely  wrong.  The  Administration  plan  would  cost  the  nation  jobs  on  a 
net  basis  . . .  and  this  cost  transfer  would  have  a  disproportionate  impact  on  entry  level 
jobs  for  the  young  and  in  many  cases  the  unskilled  and  disadvantaged  ...  the  very  groups 
where  unemployment  is  greatest 

These  are  important  jobs.  Once  again,  allow  me  to  focus  on  the  food  service  industry  to 
illustrate.  Some  recent  commentators  have  made  disparaging  remarks  about  food  service 
jobs . . .  claiming  that  "hamburger  flippers"  have  bad  jobs  while  other  jobs  are  good  jobs. 
We  think  it's  dangerous  to  characterize  service  and  part-time  jobs  as  somehow  inferior 

Food  service  jobs  are  far  more  flexible  and  upwardly  mobile  than  some  people  think. 
Consider  the  experience  they  provide.  A  lot  of  workers  in  the  restaurant  industry  are 
teenagers  in  their  first  jobs.  It's  their  first  time  earning  a  paycheck.  They're  learning  the 
responsibility  of  being  dependable  and  how  effort  can  be  rewarded.  But  more  than  that, 
they  leam  critical  skills  for  later  careers:  interpersonal  skills,  how  to  work  as  a  team,  how 
to  satisfy  customers.  According  to  a  1993  survey  by  the  National  Restaurant  Association, 
more  than  half  of  all  adults  under  age  35  have  worked  at  some  time  in  food  service 
and,  for  nearly  a  third,  food  service  represented  their  first  job. 

These  jobs  provide  skills  that  last  a  lifetime.  I  know  they  did  for  me.  I  worked  my  way 
through  college  part-time  at  a  Kentucky  Fried  Chicken.  I  started  as  a  crew  member,  then 
a  supervisor,  and  eventually  night  manager. 

It  was  my  first  opportunity  to  learn  how  to  run  a  business  and  manage  people.  For  those 
who  think  food  service  is  just  a  dead-end,  consider  this:  among  Americans  with  household 
incomes  of  $50,000  or  more,  38  percent  have  worked  in  food  service. 
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Food  service  jobs,  including  part-time,  represent  5  percent  of  total  US  employment 
That's  about  9  million  jobs.  These  jobs  are  vital,  not  only  because  of  their  volume,  but  for 
many  other  reasons  as  well: 

•  Part-time  work  provides  flexible  work  schedules  for  parents  with  small  children 
. . .  and  this  is  particularly  important  for  women  who  hold  roughly  two  out  of 
the  three  supervisory  jobs  in  food  service. 

•  For  others,  these  are  supplemental  jobs  providing  critical  extra  income  for  the 
family,  education  and  other  purposes. 

•  And  for  those  with  limited  skills  and  education,  food  service  jobs  create  private 
sector  opportunities  to  achieve  self  reliance  and  self  sufficiency  . . .  and  that's 
exactly  the  way  it  ought  to  be  in  my  opinion. 

The  Administration's  proposal  has  the  good  intention  of  expanding  coverage  to  the 
uninsured.  At  PepsiCo,  as  I  indicated  earlier,  some  of  our  employees  primarily  in  the  part- 
time  workforce,  are  uncovered.  We  want  to  make  sure  these  workers  have  access  to 
coverage,  and  we  have  been  working  toward  that  goal ...  but  not  at  the  price  of  their 
jobs. 

The  Administration  plan  aims  not  only  at  necessary  actions  to  help  those  who  don't  have 
coverage.  It  goes  much  further.  In  fact,  its  greatest  financial  impact  could  be  on  those 
who  now  have  health  coverage  but  could  lose  job  opportunities  under  the  proposed 
mandate.  As  I  mentioned  earlier,  the  plan  also  creates  winners  and  losers  among 
companies  and  therefore  inevitably  among  the  employees  at  those  companies. 

We  believe  the  answer  is  to  fix  what  is  wrong ...  but  build  on  a  system  that  is  currently 
capable  of  delivering  the  best  quality  health  care  in  the  world.  We  do  not  believe  the 
answer  is  to  reinvent  it  as  a  government  regulated  system.  We  believe  employers  as 
purchasers  have  been  responsible  for  much  of  the  positive  innovation  and  contributions  to 
quality  and  cost  control.  Indeed,  most  of  the  reform  proposals  before  Congress 
incorporate  what  employers  have  been  doing  as  responsible  purchasers.  Unfortunately, 
the  Administration's  proposal  will  disengage  employers,  losing  valuable  experience  and  a 
cadre  of  experts  just  when  we  need  them  most  to  help  reform  the  system. 

I've  tried  to  be  frank  in  discussing  our  assessment  of  the  Administration  proposal's 
economic  and  job  impact  on  PepsiCo.  We  don't  want  to  limit  job  creation  ...  but  the 
reality  of  business  is  that  we  must  also  be  guided  by  the  interests  of  our  customers  and 
shareholders,  or  ultimately  even  more  jobs  will  be  in  jeopardy. 


In  closing,  let  me  restate  that  PepsiCo  believes  health  care  reform  is  necessary . . .  and  we 
hope  to  play  a  constructive  role  in  the  upcoming  legislative  deliberations.  We  support  the 
following  principles: 

•  That  health  care  must  be  affordable  for  individuals,  employers  and  the 
government 

•  That  all  Americans  should  have  access  to  quality  and  affordable  health  care 
coverage. 

•  That  no  one  should  be  denied  coverage  because  of  pre-existing  conditions  or 
lose  coverage  because  they  lose  or  change  jobs,  get  divorced  or  become  sick; 

•  And  that  any  plan  attempting  to  regulate  people  into  behavior  that  doesn't 
make  sense  to  them  will  ultimately  fail.  Incentives,  not  regulation,  must  reward 
consumers,  providers  and  payers  for  making  appropriate  choices  about  health 
care  utilization,  coverage  and  cost  -  and  penalize  those  who  do  not 

I  encourage  the  Committee  to  strongly  consider  health  reform  alternatives  that  do  not 
create  problems  equal  to  or  greater  than  those  we  all  seek  to  resolve.  Mr.  Chairman  and 
Members  of  the  Committee,  thank  you  very  much  for  the  opportunity  to  testify  today. 
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Mr.  Stark  [presiding].  Thank  you,  Mr.  Scherb. 

I  have  heard  that  you  are  the  best  compensation  manager  in  the 
food  business,  and  the  only  problem  is  you  should  have,  as  I  did, 
gone  to  Mr.  Gruber's  institution,  where  I  got  straight  L's  in  1402 
and  1401,  so  he  will  know  that  I  am  an  expert  in  what  I  am  about 
to  suggest. 

But  there  have  been,  in  your  tenure  in  the  food  business,  five  in- 
creases in  the  minimum  wage,  and  your  business  has  never  de- 
clined once  as  a  result  of  the  increase  in  the  minimum  wage.  Your 
testimony  suggests  that  you  would  have  a  6  percent  margin  in- 
crease because  of  this.  Because  you  are  so  much  better  than  your 
counterpart  at  Domino's  and  Shakey's  and  Roundtable,  they  are 
going  to  have  to  raise  a  medium  cheese  with  two  toppings  more 
than  60  cents.  So  you  won't  have  any  problem. 

You  raise  yours  60  cents  from  $10,  and  they  will  have  to  raise 
theirs  to  $10.98  or  $11.15  and  you  will  clunk  along,  like  the  Ener- 
gizer  Bunny,  and  I  would  challenge  you  on  making  it  less  labor  in- 
tensive. If  there  is  a  less  labor-intensive  industry  than  making 
pizza,  it  has  not  come  to  the  attention  of  the  management  experts 
in  this  country,  so  that  you  will  go  on. 

You  have  minimum  wage  jobs,  and  there  are  many  students  and 
many  elderly  who  are  thankful  for  that.  But  if  everybody  is  in  the 
same  box,  the  competitive  level  goes  up.  And  I  know  that  your  com- 
pany is  more  competitive  and  more  innovative  and  more  creative 
and  has  better  management  than  these  other  companies.  They  cer- 
tainly have  better  benefits  executives,  don't  they?  Is  it  indeed  not 
true  that  PepsiCo  has  a  fund? 

So  what  I  am  saying  is  that  you  are  really  in  good  hands.  The 
guy  who  has  problems  and  should  have  taken  more  economics  at 
MIT  rather  than  where  he  did  is  Mr.  Zimmerman,  because  you 
have  a  problem  on  the  cost  shifting.  You  are  not  affected  by  it,  you 
are  one.  The  studies  of  ProPAC  and  others  would  show  that  major 
institutions  pay  generally  somewhere  around  Medicare  rates,  if 
they  are  big  managed  care  buyers,  and  Ford  is  a  big  managed  care 
buyer,  particularly  in  areas  where  they  have  factories. 

So  that  unless  you  are  at  the  bottom  of  the  totem  pole,  some  out- 
post in  Nome,  Alaska,  where  you  have  three  factory  reps  and, 
therefore,  you  are  not  a  big  buyer,  you  are  cost  shifting  to  the  next 
guy  down  the  line.  Some  guys  maybe  only  have  100  employees  in 
a  market  where  you  have  10,000  employees. 

Admittedly,  Medicare  is  a  tough  rascal,  but  we  cut  a  lot  of  inter- 
ference for  you. 

I  will  tell  you,  if  you  pay  much  more  than  Medicare  rates,  you 
will  have  to  hire  Mr.  Scherb,  because  he  is  a  good  benefits  manager 
and  you  could  get  rid  of  the  guy  you  have  now.  Mr.  Scherb  will 
show  you  how  to  only  pay  Medicare  rates  for  your  hospital  and 
then  we  will  not  have  to  spend  $160  billion  in  subsidies  to  big  steel 
and  auto  companies  to  bail  them  out  on  their  unfunded  retiree  li- 
abilities, which  are  theirs. 

You  made  that  contract.  You  are  free.  You  are  independent.  You 
made  the  contract  with  your  employees.  You  have  to  set  up  the  li- 
abilities on  your  balance  sheet.  And  I  don't  know  why  Dr.  Gruber 
and  Mr.  Scherb  and  I  should  bail  you  out  from  those  liabilities. 
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They  are  yours.  Pay  them,  thank  you.  And  don't  ask  us  to  step  up 
to  the  bar. 

As  I  say,  the  numbers  come  out  over  10  years  to  $150  billion  in 
subsidy  going  largely  to  the  steel  and  auto  industries.  We  give  you 
all  the  fast  depreciation,  investment  tax  credits.  You  guys  have  not 
paid  any  income  tax  in  20  years.  So  I  am  going  to  suggest  that  it 
is  your  turn  and  I  appreciate  your  efforts  to  get  the  subsidy  out  of 
the  White  House.  I  think  that  was  a  good  move. 

I  would  not  have  caved  in  that  quickly,  but  the  President  did, 
and  now  it's  for  us  to  put  it  a  little  more  fairly. 

We  started  with  you  paying  80  percent  and  us  paying  20  percent. 
How  about  us  paying  going  up  to  a  third  and  you  guys  go  down 
to  two-thirds?  Would  that  be  fair? 

Mr.  Zimmerman.  Can  I  respond? 

Mr.  Stark.  Sure. 

Mr.  ZIMMERMAN.  First,  for  the  record,  my  economics  training  was 
also  at  MIT. 

Mr.  Stark.  My  God,  great  minds  in  the  same  direction.  You 
probably  got  a  good  grade  in  1401. 

Mr.  Zimmerman.  Had  you  been  grading  the  exams,  there  might 
have  been  a  different  outcome.  And,  by  the  way,  I  was  also  on  the 
faculty  there. 

Mr.  Stark.  It  is  shocking  to  know  so  was  I,  but  for  the  shortest 
amount  of  time  in  the  world. 

Mr.  Zimmerman.  If  I  could  say,  the  shift  from  Medicare  is  some- 
what problematic  as  we  try  to  sort  through  the  DRG  system  and 
whatnot.  I  think  the  fact  is  that  we  certainly  get  a  shift  from  Med- 
icaid and  we  get  shift  from  firms  who  choose  not  to  cover  their 
spouses  because  they  know  that  their  spouses  have  care  provided 
for  them. 

Mr.  Stark.  Would  you  like  to  age-shift  as  many  workers  as  I  am 
under  Medicare  at  the  emergency  room,  because  I  am  paying  for 
uncompensated  care  out  of  the  taxpayers  just  as  you  are  paying  un- 
compensated care? 

I  am  suggesting  for  the  big  buyers,  we  give  as  good  as  we  get 
in  the  cost-shifting  area. 

Mr.  Zimmerman.  Yes,  you  are  quite  right.  The  point  is  that  the 
shift  goes  on  large  scale. 

Mr.  Stark.  And  should  stop. 

Mr.  Zimmerman.  Now,  one  of  the  facts  that  companies  such  as 
Ford,  and  a  lot  of  large  manufacturers  in  this  situation,  where  we 
tend  to  have  an  older  work  force,  which  means  we  have  a  more — 
if  you  want  to  go  back  to  our  MIT  economics  vocabulary — we  are 
more  intensive  in  health  care  in  the  sense  that  per  unit  of  output, 
if  you  like,  our  health  care  cost  is  higher  just  because  of  the  demo- 
graphics. 

Mr.  STARK.  It  ought  to  be  enough  that  I  limit  your  cost  increase. 
You  guys  are  plugged  into  your  estimates.  I  will  bet  you  plugged 
in  10  percent  as  your  increase  over  the  next  10  years  for  your  un- 
funded liabilities.  If  I  can  tell  you  I  will  knock  that  down  so  it  won't 
go  above  6  percent,  that  is  a  savings  that  does  not  cost  me  any- 
thing and  you  can  bank  it. 


137 

Now,  don't  ask  for  too  much  more.  Don't  ask  me  then  to  raise  my 
taxes  and  Dr.  Gruber's  and  all  those  poor  people  working  for  Mr. 
Scherb  spinning  the  pizza  up  in  the  air,  to  take  a  small  segment. 

We  will  find  savings  for  you,  but  I  don't  think  we  can  do  it  in 
that  kind  of  a  flatout  subsidy.  That  is  my  only  problem. 

Mr.  Zimmerman.  There  is  another  point  I  would  like  to  add  on 
the  retiree  issue.  We  certainly  have  an  issue,  and  it  pays  to  go  back 
a  little  and  look  at  it.  We  talked  about  it,  I  think  correctly,  and  as 
an  economist,  I  certainly  am  keen  to  talk  about  it,  and  that  is  the 
incentive  to  retire,  which  a  number  of  other  panelists  have  pointed 
out  is  an  issue.  I  would  raise  a  few  points  about  that. 

One  is  that  the  decision  to  retire  is  not  totally  voluntary,  or  not 
exclusively  a  voluntary  one  as  Congressman  Levin  pointed  out.  If 
you  go  back  to  look  at  1980,  when  Ford  Motor  Company  was  going 
through  a  wrenching  restructuring,  we  did  have  to  lay  people  on 
who  would  not  have  had  coverage  and  we  stepped  up  to  the  plate 
and  said,  "we  will  pay  that." 

Mr.  Stark.  But  what  we  have  done  now,  in  solving  this  problem, 
the  way  it  was  done,  is  we  have  created  a  whole  new  class.  The 
fact  is  you  do  not  even  have  to  have  worked  for  Ford  or  anybody 
else  to  get  into  this  early  retiree  bag.  All  you  have  to  do  is  be  55 
and  be  the  spouse  of  somebody  who  has  40  quarters. 

So  we  have  not  only  taken  people  who  are  not  in  bargained  plans 
who  maybe  had  to  go  on  strike  to  get  you  to  give  them  the  benefits 
you  so  generously  pay — and  I  am  saying  we  have  tossed  that  out 
like  seed  on  the  field  to  anybody  who  hits  it,  which,  again,  I 
thought  was  too  wide  open.  We  have  almost  made  the  first  attempt 
at  lowering  the  Medicare  age  to  55. 

That  does  not  trouble  me,  but  then  I  would  like  to  do  it  recogniz- 
ing that  that  is  the  kind  of  cost  increase  I  am  doing  and  I  might 
be  able  to  spread  that  a  little  more  fairly  throughout  the  employ- 
ment universe. 

Mr.  Zimmerman.  I  think  this  clearly  is  an  issue  if  we  are  going 
to  have  universal  coverage,  and  it  is  going  to  be 

Mr.  Stark.  Keep  saying  that. 

Mr.  Zimmerman.  If  we  are  going  to  have  it. 

Mr.  Stark.  Oh,  if. 

Mr.  Zimmerman.  It  is  up  to  you  folks  and  if  we  are  going  to  have 
an  employer-based  system,  and  I  know  there  has  been  discussion 
about  whether  that  is  the  right  way  to  go,  but  given  the  realities 
of  the  world  today,  that  probably  is  the  way  we  will  go. 

Mr.  STARK.  What  about  an  individual  mandate — the  light  is  not 
running  for  me,  but  should  have  gone  on — what  about  an  individ- 
ual mandate  that  you  guys  pay? 

Mr.  Zimmerman.  Well,  I  think  what  we  are  talking  about  is  who 
really  is  going  to  pick  up  the  retiree  health  care  portion  of  this  is 
what  we  are  really  talking  about.  And  I  grant  you  there  is  this  in- 
centive issue.  I  think  no  one  would  deny  that,  but  nevertheless 
there  are  other  reasons  for  retirement. 

My  point  is  we  have  to  come  to  grips  with  that  because  firms  in- 
creasingly are  saying  we  will  not  pick  that  up  and  they  do  not  have 
to,  the  way  the  system  works. 

Mr.  Scherb.  Congressman,  may  I  also  respond? 

Mr.  Stark.  Sure. 
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Mr.  Scherb.  On  the  comment  about  price  increases,  that  we  can 
increase  our  prices,  that  is  something  that  we  have  a  lot  of  experi- 
ence with.  At  PepsiCo  we  have  reduced  prices  over  the  last  4  years 
in  our  restaurants.  We  led  the  price  value  concept  and  a  lot  of  peo- 
ple study  that  now  in  universities  and  in  the  fast  food  industry  be- 
cause a  lot  of  folks  had  to  follow  us. 

The  reason  was  that  volume  increased  when  we  dropped  the 
prices  and  what  we  have  learned 

Mr.  Stark.  Do  you  have  a  course  in  the  elasticity  of  pizza? 

Mr.  Scherb.  As  a  matter  of  fact,  we  do  not  but  we  appreciate 
your  compliments  about  our  ability 

Mr.  Stark.  I  bet  Dr.  Gruber  does. 

Mr.  Scherb  [continuing].  To  deal  with  the  problem,  but  in  terms 
of  the  product,  people  do  not  have  to  come  to  restaurants;  they  can 
eat  at  home,  they  can  buy  at  supermarkets. 

Mr.  Stark.  Anybody  who  tries  that  frozen  junk  at  home  is  nuts. 
They  ought  to  go  to  your  pizza  parlor.  It  is  10  times  better.  That 
I  am  an  expert  at. 

Mr.  Scherb.  Thank  you  very  much  for  the  compliment,  but  they 
do  have  other  alternatives. 

Mr.  Stark.  My  committee  members  are  telling  me  my  time  is  up, 
so  I  will  recognize  Dr.  McDermott. 

Mr.  Scherb.  I  appreciate  the  compliment  about  our  pizza. 

The  other  comment  I  wanted  to  make  on  the  minimum  wage  is 
that  currently  75  percent  of  our  employees  are  within  a  dollar  of 
minimum  wage.  So  when  you  say  that  we  increase  by  20  percent 
minimum  wage,  it  affects  75  percent  of  those  folks  and  that  is  a 
20  percent  labor  cost. 

Mr.  Stark.  What  if  you  only  had  to  pay  75  cents  an  hour  more 
and  everybody  else  had  to  pay  the  same?  If  we  increased  the  mini- 
mum wage  75  cents,  but  said  if  you  already  give,  you  do  not  have 
to  pay  it.  So  you  and  everybody  else  in  the  country  have  the  same 
hit.  You  are  not  at  a  competitive  disadvantage,  are  you? 

Mr.  Scherb.  We  are,  because  under  the  Clinton  plan 

Mr.  Stark.  I  mean  under  the  Stark  plan. 

If  I  say,  wait  a  minute,  forget  that  mandate  that  he  has  and  how 
you  pay  it.  I  am  saying  everybody  pays  75  cents  an  hour;  if  you 
work  mil  time,  it  is  about  $1,500.  That  ought  to  buy  you  a 
barebone  policy. 

Mr.  Scherb.  I  think  everybody  has  a  problem  because  again,  as 
I  said,  if  you  increase  prices,  you  are  going  to  lose  volume,  and  that 
means  you  will  lose  jobs  and  that  is  the  problem. 

Mr.  Stark.  Dr.  McDermott  will  handle  this. 

Mr.  McDermott.  Now? 

Mr.  Stark.  Now. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman.  I  want  to  ask  Mr. 
Zimmerman  and  the  gentleman  from  PepsiCo  a  question.  Do  you 
believe  you  can  get  cost  containment  without  universal  coverage? 
Do  you  think  you  can  control  cost  in  this  country  in  health  care  if 
you  do  not  have  cost  containment  and  everyone  covered? 

Mr.  Zimmerman.  I  think  there  are  a  number  of  issues  that  were 
raised  today  about  what  I  would  call  adverse  selection,  where  peo- 
ple who  know  they  are  going  to  need  insurance  choose  not  to  get 
it,  which  drives  up  the  cost  to  everybody  else.  There  is  the  issue 
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of  cost  shifts  which  goes  on  as  long  as  we  do  not  have  everybody 
covered. 

So  I  think  certainly  it  would  be  impossible  to  deny  you  could  get 
some  cost  reduction 

Mr.  McDermott.  Some. 

Mr.  Zimmerman.  But  I  think  universal  coverage  would  deal  with 
some  of  the  issues  I  raised,  which  are  fundamental  cost  issues. 

Mr.  McDermott.  You  are  saying  you  are  at  the  limit  of  your  ca- 
pacity as  one  company  to  control  cost  and  the  problem  you  now 
have  is  the  whole  rest  of  the  universe  of  users,  and  that  is  why  you 
have  to  have  universal  coverage? 

Mr.  Zimmerman.  That  is  right.  As  far  as  we  see  it,  you  are  right, 
we  do  not  have  universal  coverage  now  in  this  country.  We  have 
taken  action  to  reduce  costs,  but  we  are  limited  because  of  the  sys- 
tem. 

Mr.  SCHERB.  I  don't  agree.  I  don't  think  universal  coverage  is  the 
same  thing  as  reducing  cost  or  has  the  impact  of  reducing  cost. 
That  is  about  who  pays. 

Cost  is  determined  by  high  technology;  it  is  determined  by  aging 
work  force.  There  are  a  whole  lot  of  things  you  have  to  do  to  the 
system  to  reduce  cost.  You  could  right  now  take  a  lot  more  money 
through  a  lot  more  sources  and  put  it  on  the  system  and  it  would 
soak  it  up  like  a  sponge.  That  doesn't  have  a  lot  to  do  with  how 
much  you  pay.  It  has  to  do  with  other  things  that  control  cost  in 
the  health  care  system. 

Mr.  McDermott.  Let  me  move  to  the  second  part  of  my  question 
for  both  of  you.  In  1956,  I  used  to  work  on  the  harbor  boats  and 
we  sailed  up  the  River  Rouge  in  Detroit  and  we  used  to  drop  iron 
ore  at  a  steel  mill  Ford  used  to  run. 

Now  in  business  you  always  make  on  a  daily  basis  the  decision 
shall  we  buy  it  or  shall  we  make  it?  Ford  decided  a  long  time  ago 
they  are  through  making  steel.  They  will  just  buy  it  from  somebody 
else.  And  when  you  make  that  decision  on  whether  you  buy  your 
wheat,  you  do  not  grow  your  own  wheat  for  your  pizzas.  You  buy 
it  from  somebody.  And  you  make  those  decisions  on  every  single  as- 
pect of  your  cost. 

In  health  care,  both  of  your  companies  have  for  a  long  time  said 
we  will  make  our  own  health  care,  we  will  run  our  own  health  care 
program. 

Now,  if  I  were  to  say  to  you  give  me  9  percent  of  your  payroll, 
9  percent  of  your  payroll,  and  somebody  else  will  make  your  health 
care  for  you,  would  you  take  it?  Or  do  you  want  to  keep  making 
it? 

Mr.  SCHERB.  We  would  not.  I  will  answer  that  first  if  you  would 
like.  We  would  not  take  it. 

Mr.  McDermott.  You  would  not? 

Mr.  Scherb.  No.  I  don't  believe  that  we  feel,  and  I  don't  believe 
that  most  of  our  employees  feel,  that  they  want  us  to  hand  the  sys- 
tem over  to  someone  else.  I  guess  a  lot  has  to  do  with  who  the 
someone  else  is.  In  terms  of  our  feeling  about  someone  else,  if  it 
is  the  government  running  it,  we  do  not  feel  we  will  have  the  kind 
of  responsiveness  and  the  kind  of  cost  control  in  the  long  term  and 
quality  control  in  the  long  term  that  we  need. 

Mr.  McDermott.  Do  you  spend  more  than  9  percent  now? 
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Mr.  Scherb.  No. 

Mr.  McDermott.  So  if  it  was  8  percent,  if  I  could  find  where  you 
were — since  it  is  proprietary,  maybe  you  do  not  have  to  tell  me,  but 
how  much  do  you  spend  on  health  care? 

Mr.  Scherb.  Seven  percent. 

Mr.  McDermott.  So  if  I  said  I  would  give  it  to  you  for  6.5? 

Mr.  Scherb.  No,  it  wouldn't  matter  because  I  think,  just  as  in 
the  President's  plan,  where  he  talks  about  7.9  percent,  it  is  one 
thing  to  say  it,  and  a  whole  other  thing  to  deliver  it. 

Mr.  Zimmerman.  Essentially  in  the  President's  plan,  for  example, 
and  in  most  of  the  plans  that  are  being  offered,  in  a  sense  that  is 
what  will  happen  in  that  we  will  have  new  organizations  in  charge, 
call  it,  health  alliances  or  whatever,  that  will  be  buying  insurance 
in  a  sense. 

Mr.  McDermott.  But  you  will  still  be  involved  in  negotiating 
with  your  employees  and  arguing  about  whether  you  are  going  to 
pay  tne  whole  thing  or  you  are  going  to  pay  80  percent.  Right  now 
you  are  paying  more  than — well,  I  don't  know  if  you  are  paying 
more  than  80  percent  in  premiums  for  your  employees. 

I  would  guess  if  it  is  a  union  contract,  you  are;  is  that  correct? 

Mr.  Zimmerman.  Yes.  Our  total  health  care  cost  as  a  percent  of 
payroll  is  considerably  above  8  percent. 

Mr.  McDermott.  So  if  you  could  get  it  for  9  percent,  you  would 
take  it? 

Mr.  Zimmerman.  Yes,  subject  to  the  other  conditions. 

Mr.  McDermott.  What  other  conditions? 

Mr.  Zimmerman.  We  want  a  system  that  works  well,  that  brings 
down  health  care  costs  and  the  rate  of  escalation. 

Mr.  McDermott.  Why  do  you  care  at  that  point? 

Mr.  Zimmerman.  I  think  we 

Mr.  McDermott.  You  are  talking  about  what  you  are  providing 
for  your  employees.  You  are  providing  a  health  care  system  for 
them.  You  are  paying  9  percent  payroll  and  somebody  else  is  mak- 
ing it  for  them.  You  are  no  longer  going  to  be  in  the  benefit  pack- 
age argument.  You  are  not  going  to  argue  about  whether  they  can 
go  to  chiropractors  or  whether  they  can  go  to  health 

Mr.  Zimmerman.  Yes,  that  would — on  the  surface,  it  certainly 
looks  as  if  that  would  improve  our  competitiveness. 

Mr.  Scherb.  Congressman,  I  think  you  need  to  go  beyond  wheth- 
er or  not  you  just  win  or  lose  on  this  one.  And  I  understand  that 
Ford  would  save  a  lot  of  money  by  the  cost  savings  at  9  percent, 
but  they  also  said,  you  remember,  that  they  saved  a  lot  of  money 
by  the  things  they  have  done  in  health  care,  and  that  is  what  I  am 
talking  about,  engagement  of  employers. 

You  would  not  have  Ford  or  Pepsi,  or  other  folks  working  out 
there,  engaged  in  the  health  care  system  to  save  costs. 

I  also  would  like  to  say  that  I  question  the  representation  that 
employers  in  an  employer-based  system  try  to  escape  their  respon- 
sibilities or  escape  their  costs  simply  because  they  are  trying  to 
shift  costs  to  other  people.  I  don't  accept  that  at  all.  In  our  com- 
pany, we  provide  full  coverage  for  most  of  our  workers  who  are  full 
time. 

I  have  explained  we  have  part-time  employees  that  would  suffer 
in  terms  of  their  jobs  if  we  provided  coverage,  but  the  representa- 
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tion  that  employers  are  out  there  somehow  trying  to  avoid  cov- 
erage, I  think  is  totally  false.  I  think  people  do  what  they  have  to 
do  because  of  job  economics. 

If  you  take  the  idea  of  cost  shifting  that  we  talked  about  ear- 
lier— and  my  colleague  on  the  left  here  talked  about  fairness — I 
have  trouble  with  the  idea  that  Ford  Motor  Company  or  any  other 
large  company  could  promise  benefits  over  a  period  of  30  years, 
that  people  earned  and  negotiated  and  worked  for,  and  then  at  the 
end  of  that  time  when  it  came  time  to  pay  the  bill,  the  Company 
went  and  said  it  was  looking  for  community  rates  and  some  way 
to  shift  that  cost  to  another  industry.  I'm  especially  bothered  when 
the  cost  shift  would  be  to  folks  who  are  18  years  old  that  have 
worked  for,  in  most  cases,  from  90  days  to  180  days.  I  think  that 
is  about  as  unfair  as  the  representation  he  made  earlier  of  one 
heck  of  a  lot  of  companies  besides  his  own. 

Mr.  McDermott.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski  [presiding].  Mr.  Zimmerman,  I  don't 
know  that  this  question  has  been  asked,  and  I  am  sorry  I  was  not 
in  the  room  for  your  entire  presentation,  but  what  really  will  be 
the  likely  response  by  big  manufacturing  firms  like  Ford  to  the 
President's  plan  in  terms  of  their  future  labor  market  decisions? 

Mr.  Zimmerman.  The  way  I  would  answer  that,  I  think,  is  let's 
look  at  what  happens  if  we  do  not  have  reform.  If  we  do  not  have 
reform,  it  seems  to  me  that  the  trends  that  we  are  seeing  will  sim- 
ply continue. 

One,  health  care  costs  will  rise,  rise  as  a  share  of  our  GDP, 
which  affects  the  overall  level  of  funds  in  the  economy  for  invest- 
ment in  both  financial  capital  and  human  capital.  That  is  in  edu- 
cation. So  that  is  something  that  the  attempts  at  reform  and  the 
President's  plan  attempts  to  get  at  that. 

The  second  thing  I  would  say  there  is  an  increasing  trend — and 
this  morning  we  saw  a  story  in  the  Washington  Post  with  the  lat- 
est data  on  this — there  is  an  increasing  trend  away  from  providing 
insurance.  It  is  becoming  so  costly  that  many  firms  are  moving 
away. 

Now,  as  I  look  at  that,  as  I  put  on  my  economist  glasses  and  look 
forward  and  say  what  is  the  evolution  of  the  system  if  some  firms 
can  pull  out  of  the  system,  in  a  sense,  pull  out  of  the  health  care 
system,  and  know  that  the  health  care  access  will  be  taken  care  of 
by  other  means,  either  by  the  government  or  by  other  private  firms 
that  continue  to  provide  insurance,  it  seems  to  me  you  set  up  a 
death  spiral  in  the  sense  that  paying  base  of  firms  that  will  be  will- 
ing to  pay  and  offer  health  care  just  shrinks. 

So  I  think  the  point  is  that  the  reform  effort — and  there  are  lots 
of  ways  to  do  it,  but  I  think  the  President's  plan  does  offer  some 
mechanisms  for  trying  to  stop  that  by  spreading  the  financing  over 
a  wide  base.  That  is  the  employer  mandate. 

Mr.  Scherb.  Congressman,  can  I  give  you  a  different  response 
from  a  different  industry,  please? 

You  referred  this  morning  to  the  Post  article  and  that  Post  arti- 
cle did  indeed  talk  about  the  increase  in  the  uninsured.  But  when 
asked,  the  researcher  said  that  probably  it  reflects  the  increases  in 
unemployment  in  1992  and  the  cost  of  health  insurance. 
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The  civilian  unemployment  rate  averaged  7.4  percent  in  1992 
and  that  was  higher  than  any  year  since  1984. 

I  would  suggest  that  one  of  the  problems  that  we  have  and  the 
reason  for  the  increase  in  the  uninsured  is  also  the  fact  that  we 
have  some  unemployment  problems.  Now,  I  am  not  an  economist, 
but  in  our  company,  in  terms  of  the  long-term  impact  on  employ- 
ment, if  we  redeployed  assets  from  more  labor-intensive  to  less 
labor-intensive  divisions,  there  would  be  a  net  loss  of  jobs. 

For  example,  certainly  it  does  not  take  as  many  people  to 
produce  Pepsi  or  produce  Fritos  Potato  Chips  as  it  does  to  service 
a  restaurant.  That  is  a  real  net  loss;  same  capital  redistributed  two 
different  ways. 

And  in  the  long  term,  it  is  a  loss  of  jobs.  That  is  what  we  are 
talking  about  when  we  talk  about  a  shift  from  service  industry  to 
manufacturing.  The  question  is  what  are  you  going  to  do  with  the 
money  you  save,  are  you  going  to  buy  robots  or  employ  a  lot  more 
people? 

Cnairman  Rostenkowski.  Mr.  Cardin. 

Mr.  Cardin.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  all  our  panelists.  It  is  clear  there  are  different 
views  and  we  have  to  come  together  on  health  care  reform. 

I  want  to  concentrate  on  one  part,  Mr.  Zimmerman,  if  I  might, 
and  that  is  that  corporate  America,  the  business  community,  is 
rightly  critical  of  government  for  taking  on  more  fiscal,  more  fiscal 
obligations  than  we  can  afford  to  pay.  And  there  is  a  concern  in 
corporate  America,  particularly  with  some  of  the  older  companies, 
about  their  early  retirees  and  the  burdens  that  it  places  on  their 
companies  being  competitive. 

But  if  I  understand  the  provision  in  the  Clinton  bill,  it  basically 
sets  up  a  government-supported  program  for  everyone  who  is  re- 
tired upon  reaching  the  age  of  55.  And  although  it  is  not  called 
Medicare,  it  is  in  the  alliance.  We  are  basically  reducing  the  Medi- 
care age  eligibility  from  65  to  55  effectively  under  the  Clinton  bill. 

In  fact,  you  could  argue  it  is  even  more  generous  than  Medicare 
because  Medicare  is  approximately  a  75-25  split,  this  will  be  an 
80-20  split,  with  the  employees  or  retiree  only  paying  20  percent 
of  the  cost,  and  in  the  alliance  there  are  even  more  generous  bene- 
fits than  under  Medicare. 

So  I  guess  my  point  is  we  have  attempted  to  deal  with  the  prob- 
lem of  early  retirees  for  certain  companies  and  created  a  huge  re- 
sponsibility of  the  Federal  Government  that  it  seems  to  me  could 
only  mushroom  over  years  and  that  a  future  Congress  looking  at 
this  20  or  30  years  from  now,  if  this  were  passed,  may  be  looking 
at  a  responsibility  by  the  Federal  Government  that  is  enormous. 

So  I  iust  ask  you,  Mr.  Zimmerman,  as  a  person  with  an  econom- 
ics background  and  a  concern  about  the  government  being  able  to 
financially  afford  its  responsibilities,  are  you  concerned  about  that 
provision  in  the  President's  bill? 

Mr.  Zimmerman.  Absolutely.  It  would  be  wrong  to  say  one  should 
not  be  concerned  about  the  cost  of  this  program,  and,  in  fact,  the 
cost  of  the  overall  program.  But  I  think  trie  issue  from  the  perspec- 
tive of  a  manufacturing  firm  now  is  because  of  the  rapid  escalation 
of  health  care  costs,  it  is  becoming  increasingly  difficult  and  firms 
are  just  pulling  away  from  retiree  health  care  costs.  So  we  are 
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going  to  have  a  group  of  people  who  are  not  yet  eligible  for  Medi- 
care who  are  going  to  be  part  of  the  system  because  the  system  is 
universal  coverage. 

Mr.  Cardin.  It  was  Mr.  Gruber  or  one  of  the  witnesses  who  said 
an  early  retiree  under  the  Clinton  bill,  without  the  early  retiree 
provisions,  would  still  be  covered  as  any  other  person  in  this  coun- 
try, still  have  to  have  insurance,  would  still  receive  government 
subsidies  if  they  were  of  low  income,  so  we  would  be  protecting  a 
person  58-years-old  as  we  protect  a  person  who  is  38-years-old  if 
they  do  not  have  income. 

Let's  be  frank  about  it.  The  principal  benefactor  of  the  early  re- 
tiree provisions  are  the  large  companies  that  have  responsibility  in 
this  area. 

Mr.  Zimmerman.  Certainly  it  would  be  beneficial  to  companies 
that  have  large  retiree  pools  that  are  not  yet  eligible  for  Medicare. 
That  is  true. 

Mr.  Cardin.  But  in  correcting  this,  you  are  creating  a  whole  new 
problem,  potential  problem,  for  the  Federal  Government  not  in  the 
5-year  window  we  are  looking  at,  but  in  the  future. 

Mr.  Zimmerman.  There  are  potential  problems.  The  issue  is  we 
will  have  this  pool  of  people  and  I  am  suggesting  firms  will  increas- 
ingly say  we  are  just  not  going  to  offer  this  coverage.  We  will  have 
this  pool  of  people  and  then  the  question  is  what  do  we  do. 

Now,  the  incentive  that  Professor  Gruber  talks  about  says  that 
voluntary  retirement  will  increase.  And  I  suspect  you  will  have  an 
incentive,  an  increase  in  incentive  for  voluntary  retirement,  but  at 
the  same  time  you  have,  in  an  economy  like  yours,  where  we  have 
this  restructuring  going  on,  you  have  an  increasing  number  of  in- 
voluntary retirees  in  the  pool,  then  the  issue  becomes  how  do  you 
finance  it? 

Now,  to  make  them  buy  that  insurance  is  one  alternative,  that 
is  let  them  buy  at  the  community  rate,  is  certainly  one  alternative. 
The  question  you  face  is  what  is  the  cost  of  that  relative  to  the  in- 
come level  of  that  person  and  then  the  question  is  how  do  you  want 
to  finance  it? 

Mr.  Cardin.  Again,  take  two  people  who  retire.  One  person  re- 
tires, has  pension  benefits  worth  $35,000  a  year,  entitled  to  that 
$35,000-a-year  benefit.  Without  the  Early  Retiree  Benefit  Act,  that 
person  is  responsible  to  pay  for  the  cost  of  their  health  benefits. 
Under  the  early  retiree  plan,  they  will  get  an  80  percent  payment 
by  the  Federal  Government  for  the  cost  of  that  plan. 

My  point  is  that  person  may  not  have  had  any  health  benefits 
from  their  employer.  They  have  now  made  a  decision  to  retire  at 
age  55  knowing  full  well  80  percent  of  the  cost  of  their  insurance 
is  going  to  be  paid  for  by  the  Federal  Government.  I  am  asking  you 
as  an  economist,  are  you  concerned  about  that? 

Mr.  Zimmerman.  Yes,  I  think  it  is  one  of  the  costs  we  have  to 
factor  into  the  system.  Sure. 

Mr.  Cardin.  Thank  you. 

Mr.  Stark  [presiding].  Mr.  Levin. 

Mr.  Levin.  I  will  finish  this  up  quickly.  I  think  it  is  pretty  clear, 
Mr.  Zimmerman,  that  you  need  to  work  with  others  to  present  the 
case  for  the  early  retiree  provision.  I  think  there  is  a  lot  of  mis- 
conception. For  example,  do  you  know  what  the  average  hourly 
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worker  pension  is  from  Ford,  someone  who  retired  at  55?  Do  you 
have  any  idea? 

Mr.  Zimmerman.  I  am  not  sure,  but  I  could  say  with  some  con- 
fidence that  the  cost  of  an  insurance  policy,  a  medical  insurance 
policy,  would  be  a  significant  fraction  of  that  person's  income. 

Mr.  Levin.  As  well  as  the  amount  of  cost  shifting  that  has  oc- 
curred in  the  past.  So  let  me  in  that  regard — and  maybe  we  will 
wind  this  up,  if  my  colleagues  have  no  other  questions— ndo  you? 

Mr.  Stark.  Yes. 

Mr.  Levin.  Mr.  Scherb,  in  the  districts  I  represent,  I  don't  know 
how  many  people  there  are  in  this  category,  but  there  would  be, 
I  would  tnink,  hundreds  where  one  spouse  works  for  a  large  indus- 
try and  the  other  spouse  works  for  your  company.  In  many  of  these 
cases  they  work  part  time. 

Why  should,  talking  about  the  gentleman's  company,  the  com- 
pany of  the  gentleman  next  to  you,  why  should  Ford  Motor  sub- 
sidize the  insurance  coverage  of  nis  or  her  spouse  working  for  you? 

Mr.  Zimmerman.  Well 

Mr.  Levin.  No,  no,  I  am  asking  Mr.  Scherb.  Why  should  Ford 
subsidize  PepsiCo? 

Mr.  Scherb.  First,  I  guess  I  don't  see  it  as  a  subsidy. 

Mr.  Levin.  What  is  it? 

Mr.  Scherb.  I  think  people  have  chosen  to  be  covered  by  the 
Ford  plan  because  they  pay  100  percent.  They  don't  charge  any- 
thing for  their  plans  there.  My  plans  at  PepsiCo  or  Frito  or  even 
the  restaurant  divisions,  we  charge  employees  contributions. 

Mr.  Levin.  These  are  part-time  workers — you  do  not  have  cov- 
erage for  the  part-time  worker? 

Mr.  Scherb.  No,  in  terms  of  the  part-time  worker. 

Mr.  Levin.  The  case  is  there  is  a  full-time  employee  of  Ford  and 
a  part-time  employee  at  PepsiCo.  I  would  guess  there  would  be 
hundreds  of  families  like  this  in  the  district  I  represent. 

Now,  why  should  Ford  pick  up  the  insurance  coverage  for 
PepsiCo? 

Mr.  Scherb.  If  they  are  picking  up  the  insurance  coverage  for 
PepsiCo,  it  is  because  it  is  a  dependent  of  Ford  covered  under  their 
plan. 

Mr.  Levin.  Now,  but  why  should  the  system  work  that  way? 
Take  a  family.  There  is  a  wife,  a  husband  and  three  children. 

Mr.  Scherb.  Fine. 

Mr.  Levin.  Now,  one  of  the  spouses  works  part  time  at  PepsiCo 
and  the  other  works  full  time  at  Ford.  There  is  no  health  coverage 
at  PepsiCo  for  that  part-time  worker.  Ford  is  picking  up  the  cost 
for  the  whole  family. 

Now,  why  should  Ford  pay  100  percent  and  PepsiCo  pay  zero? 

Mr.  Scherb.  Well,  because  for  one  thing,  the  spouse  worked  for 
Ford  for  30  years,  and  for  us  the  spouse  worked 

Mr.  Levin,  Maybe  5  years  not  30. 

Mr.  Scherb.  Fine,  but  typically  the  spouse  works  for  us,  as  most 
employees  do,  for  a  period  of  from  90  days  to  6  months  there  is  a 
big  difference  both  in  the  commitment  and  in  terms  of  the  income 
and  what  they  produce.  There  is  a  very  big  difference. 

Under  the  Clinton  plan,  or  any  of  trie  proposals  that  would  level 
cost,  we  would  be  asked  to  pay  as  a  percent  of  payroll  40,  50  per- 
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cent  for  that  person.  I  would  suggest  that  if  it  was  a  40,  50  percent 
of  payroll  cost  to  Ford,  they  would  not  provide  that  coverage. 

Mr.  Levin.  But  is  it  sound  for  PepsiCo  to  pay  zero? 

Mr.  Scherb.  It  is  sound  for  us  to  pay  zero  if  the  alternative  is 
that  people  cannot  get  a  job  with  us,  and  that  is  very  much  the 
case  because  I  don't  think  there  is  an  industry  anywhere  that  could 
stand  to  have  their  labor  costs  go  up  by  40  or  50  percent;  and  sec- 
ond, it  is  sound  if  that  is  what  employees  want. 

We  have  experimented  with  plans  since  1987  for  that  reason,  to 
see  if  we  would  get  a  competitive  advantage  in  the  marketplace  by 
offering  benefits.  But  a  person  that  comes,  and  especially  a  stu- 
dent, for  example,  or  even  someone  trying  to  supplement  income 
that  already  has  coverage,  comes  to  work  6  to  9  months,  or  even 
a  year,  that  is  not  what  they  are  looking  for.  They  already  have 
benefits.  And  so  from  a  competitive  standpoint 

Mr.  Levin.  Let  me  break  in  because  that  is  a  tautology,  because 
I  am  asking  why  that  is  economically  sound  and  effective.  They  al- 
ready vary  coverage,  but  I  am  saying  why  should  you  shift  some 
of  that  cost  to  Ford  Motor?  Maybe  40  or  50  percent  is  too  much, 
but  why  should  you  not  pay  5  percent  or  10  percent?  Remember, 
it  is  going  to  be  calibrated  under  the  President's  approach. 

Mr.  Scherb.  Yes,  I  understand. 

Mr.  Levin.  There  has  been  a  massive  shift  from  health  care  costs 
from  some  service  industries  to  manufacturing.  And  your  company 
represents  that  kind  of  a  shift.  And  the  question  is,  is  that  healthy 
for  this  country?  We  are  the  only  country  that  has  that  kind  of  a 
shift.  And  you  have  a  stake  in  this  because  in  terms  of  the  people 
who  work  in  the  district  I  represent,  if  they  don't  work,  if  the  cost 
shift  is  too  high,  they  don't  go  to  your  restaurants,  and  I  think 
what  your  industry  has  to  face,  and  every  service  industry,  is 
whether  we  ought  to  continue  the  100  percent  shift  that  goes  on. 

And  I  think  there  is  a  good  argument  that  we  have  to  be  careful 
there  isn't  too  much  shift,  but  we  also  have  to,  I  think,  be  careful 
that  we  don't  continue  this  massive  shift  from  noncovered  to  cov- 
ered industries,  because  they  tend  to — the  covered  industries  that 
are  more  heavily  into  manufacturing — and  you  have  a  stake,  your 
company,  in  the  manufacturing  base  of  this  country  being  strong. 
And  you  say  your  cost  is  7  percent  whereas  Ford's  is  higher. 

I  would  like  to  go  beneath  those  figures  and  see  what  they  really 
mean.  But  clearly,  there  has  been  a  major  shift,  and  what  we  are 
asking  you  is  to  take  a  look,  as  we  are  asking  Ford  to  take  a  look, 
at  the  retiree  provision  to  make  sure  it  really  makes  good  economic 
sense.  You  have  to  look  at  your  position,  I  think,  whether  it  makes 
sound,  national  economic  sense,  to  continue  to  have  that  kind  of  a 
shift  from  some — from  service  to  manufacturing. 

Mr.  Scherb.  Congressman,  I  understand  your  point,  but  I  still 
don't  agree  on  the  shift.  We  do  provide  coverage  for  part-time  work- 
ers to  the  extent  we  can.  I  described  the  plan,  that  we  do  not  pay 
nearly  as  much  as  Ford  does.  It  is  a  very  modest  payment.  It  is 
what  we  can  afford  and  still  maintain  those  jobs. 

I  don't  view  it  as  a  shift  at  all.  I  think  it  is  rather  being  redefined 
as  a  shift.  The  shift  would  be  if  in  some  way  we  were  causing  Ford 
to  have  the  economic  problems  they  do,  and  I  don't  think  tnat  is 
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the  case.  I  think  you  will  find  very  few  of  own  workers,  and  very 
few  spouses  of  our  workers,  also  work  for  Ford. 

In  fact,  the  matter  is  that  only  20  percent  of  the  folks  that  work 
for  us  are  even  married.  We  have  a  single  population.  And  so,  in 
fact,  there  are  very  few  people  in  your  district  or  anyone's  district 
that  could  be  our  workers  as  well  as  spouses  of  Ford's.  So  our 
workers  do  not  quite  fit  that  population,  that  is  all  I  am  trying  to 
say. 

Mr.  Levin.  It  is  true  throughout  the  service  industries?  The  man- 
ufacturing companies  of  this  country  say  they  are  having  trouble 
because  of  health  care  costs,  and  it  seems  to  me  that  there  is  some 
truth  in  that. 

Mr.  Scherb.  There  is.  We  are  also  in  manufacturing  and  I  can 
tell  you  there  is  truth  in  that.  That  is  why  we  support  reform.  We 
think  things  need  to  be  done.  We  have  two-thirds  of  our  businesses 
in  manufacturing. 

Mr.  Levin.  All  right. 

Thank  you. 

Mr.  Stark  [presiding].  I  want  to  thank  the  panel,  and  I  would 
love  to  keep  you  much  longer  and  talk  about  how  we  can  pay  for 
this  and  who  ought  to  pay  and  how  much.  Dr.  Gruber,  I  liked  your 
testimony.  I  didn't  get  a  chance  to  question  you  a  lot  about  it,  and 
in  particular,  I  think  your  suggestion  that  we  can  have  an  individ- 
ual subsidy  and  an  employer  mandate,  I  guess  I  would  turn  that 
around,  as  I  said  earlier,  and  have  an  individual  mandate,  just  re- 
quire the  employers  to  pay,  or  as  you  said,  if  you  make  it  8  percent 
on  an  individual's  earnings,  that  is  a  little  low  on  the  minimum 
wage  guy. 

You  know,  say  40  cents  an  hour.  And  I  think  that  if  Zoe  Baird 
had  to  pay  75  cents  an  hour  the  days  her  babysitter  worked,  and 
Mr.  Scherb  had  to  pay  75  cents  an  hour  and  so  did  Domino's  for 
each  part-time  driver  or  employer,  that  it  would  about  pay  their  ac- 
tuarial costs  of  an  individual's  health  plan.  They  would  be  kicking 
in  a  fair  amount. 

Mr.  Zimmerman  is  smiling  because  he  is  getting  off  free  at  that 
rate.  So  we  would  have  to  find  a  way  to  tax  you  to  get  those  sav- 
ings back  to  even  it  out.  Now,  I  will  give  you  the  75  cents  an  hour 
out-of-pocket  cap,  Mr.  Zimmerman — you  would  save. 

At  that  rate,  you  would  save  industry,  private  industry,  you 
would  save  $200  billion  a  year,  if  we  capped  your  cost  somewhere 
near  the  Medicare  rate  and  just  cut  off  that  rate  of  increase.  I 
mean  that  is  great  for  your  stockholders,  but  we  have  to  figure  out 
a  way  to  tax  you  and  not  Mr.  Scherb. 

I  mean  we  wouldn't  be  giving  much  savings  on  spending  in 
health  care  now.  And  that  is  our  dilemma,  and  the  other  thing  is 
that  we  can't  call  it  a  tax.  I  have  just  been  reading  your  neighbor 
Blendon's  recent  survey  that  he  sent  us.  It  isn't  the  Republicans. 
It  is  the  public.  If  they  are  convinced  that  this  is  anything  like  an 
income  tax,  they  will  walk  away  from  it,  and  then  we  are  all  in  the 
soup. 

So  where  we  need  your  help  is  what  is  the  Stealth  tax  that  we 
can  design  that  somehow  gets  some  of  the  savings  back.  I  mean  we 
split  them  in  half  with  you,  I  don't  care,  but  somewhere  we  get 
some  of  the  private  savings  that  we  generate  back,  and  that  is  a 
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political  problem.  I  suppose  to  some  extent  it  is  an  economic  prob- 
lem as  to  how  you  fairly  allocate  the  savings  and  the  costs. 

We  appreciate  your  input,  and  I  hope  we  can  get  more  of  it  as 
we  go  along  and  try  and  figure  this  out.  Thank  you. 

The  committee  is  adjourned  until  10  o'clock  tomorrow  morning. 

[Whereupon,  at  3:05  p.m.,  the  hearing  was  adjourned.] 

[A  submission  for  the  record  follows:] 
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American 
Hotel  &  Motel 
Association 

1201  New  York  Avenue,  NW 
Washington,  DC  20005-3931 
Tel.  202/289-3100 
Fax  202/289-31 85 


January  5, 1994 


The  Honorable  Dan  Rostenkowski 
Chairman,  Committee  on  Ways  and  Means 
U.  S.  House  of  Representatives 
Washington,  DC  20515 

Dear  Chairman  Rostenkowski: 

The  American  Hotel  &  Motel  Association,  the  trade  association  of  the  lodging 
industry,  representing  in  excess  of  10,000  properties  providing  approximately 
1,300,000  rooms  to  the  traveling  public,  offers  the  following  comments  for  the 
record  of  the  Committee's  December  15,  1993  hearing  on  the  impact  of 
healthcare  reform  on  job  creation. 

We  are  an  industry  that  in  many  instances  offers  individuals  their  first  jobs. 
During  the  second  half  of  the  1980's,  in  particular,  our  industry  added 
hundreds  of  thousands  of  new  jobs.  That  stopped  in  the  early  1990's  when  the 
economy  went  into  recession.   As  our  business  contracted,  our  industry  lost 
over  $9  billion  in  two  years  and  we  lost  our  ability  to  create  jobs.  In  fact,  we 
suffered  net  job  losses  as  our  total  workforce  contracted  slightly  in  the  early 
1990's.   Our  job  creation  ability  is  directly  tied  to  the  growth  of  the  economy 
and  of  our  industry. 

We  take  pride  in  the  fact  that  a  large  percentage  of  the  jobs  we  created 
afforded  people  with  little  or  no  previous  job  skills  the  opportunity  to 
become  employed.   By  providing  access  into  the  job  market  these  jobs  have 
created  opportunities  for  individuals  to  learn  basic  job  skills  which  they  will 
carry  with  them  to  other  jobs  or  into  careers  in  the  lodging  industry.   Despite 
the  tendency  of  many  to  disparage  these  jobs  in  favor  of  the  glamour  of  "high 
tech"  jobs,  the  people  who  begin  work  in  the  lodging  industry  need  and 
appreciate  the  opportunity  we  offer  and  which  we  wish  to  continue  to  be  able 
to  offer.   Our  employees  frequently  lack  the  education  or  experience  to 
compete  in  many  areas  of  the  job  market  and  would  be  denied  the  ability  to 
work  but  for  our  industry  and  similar  industries  in  the  service  sector  of  the 
economy. 

A  majority  of  the  companies  in  our  industry  large  enough  to  do  so  offer 
healthcare,  but  we  are  an  industry  dominated  by  smaller  properties  operating 
in  a  small  business  environment.  Over  two-thirds  of  our  country's  45,000 
hotels  have  under  75  rooms  and  employ  between  25  and  50  employees.  It  is 
easy  to  be  facile  and  say  that  these  properties  can  "just  raise  their  prices"  and 
pass  healthcare  costs  on  to  the  consumer  or  guest  at  the  properties,  but  this 
ignores  the  competitive  disadvantage  that  these  smaller,  independent 
properties  suffer  compared  to  hotels  that  can  offer  more.   With,  on  average, 
more  than  one  out  of  three  hotel  rooms  empty  on  any  given  night,  the  guest  is 
king  and  the  attempt  to  pass  on  healthcare  costs  will  be  resisted.  Since  1985 
the  lodging  industry's  average  room  rate  has  increased  less  than  3%  per  year, 
and  all  of  us  know  that  bargains  in  lodging  are  there  for  the  asking.  That 
segment  of  our  industry — 67%  with  less  than  75  rooms — is  at  risk  under 
various  scenarios  presently  being  proposed  on  Capitol  Hill.   One  of  the  most 
common  ways  of  talking  about  the  impact  of  healthcare  on  segments  of  the 
economy  is  to  talk  about  "winners  and  losers."  It  is  clear  that  under  the 
Clinton  Administration's  healthcare  plan,  the  lodging  industry  and,  more 
importantly,  many  of  its  employees  will  be  in  the  "losers"  column. 
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We  have  been  in  communication  with  many  of  the  human  resource  directors 
of  various  hotel  chains,  and  they  have  been  unanimous  in  their  opinion  that 
our  industry's  job  creation  and  job  retention  abilities  will  be  negatively 
impacted  if  the  industry  must  shoulder  the  burden  of  80%  of  healthcare  costs. 
Whether  through  outright  cutbacks  or  reshuffling  of  duties  as  positions 
become  vacant  and  are  not  filled,  it  is  undeniable  that  our  industry  will  have 
fewer  jobs  to  offer  potential  employees.  Initial  estimates  by  industry  experts 
put  that  figure  at  close  to  50,000  as  a  minimum.  As  we  are  able  to  better 
define  our  industry  status  under  the  Administration's  healthcare  plan,  we 
anticipate  more  definitive  estimates  of  job  loss.  As  the  Committee  continues 
its  deliberations  on  healthcare,  we  will  supply  additional  information  to  you. 

Considering  that  many  of  these  jobs  are  entry  level  and  that  a  potential 
applicant  does  not  have  a  wide  range  of  job  options,  our  industry's  inability 
to  hire  will  often  translate  directly  into  an  individual's  inability  to  obtain 
employment  at  all.  There  has  been  an  attempt  on  the  part  of  the 
Administration  to  minimize  any  job  dislocation  as  being  small  compared  to 
total  unemployment  in  our  economy.   This  misses  the  point.   Any  job  loss  will 
be  concentrated  in  the  segment  of  our  society  least  able  to  absorb  it — those 
employed  in  entry  level  jobs.  We  are  aware  there  is  a  tendency  to  ignore  or 
disbelieve  any  recitation  of  job  losses  in  an  industry  based  on  proposed 
legislation,  but  this  cannot  change  the  reality  of  actual  job  losses  not  just  in 
our  industry  but  throughout  the  service  sector  of  our  economy. 

As  you  continue  to  examine  the  many  facets  of  the  complex  issue  of 
healthcare  reform,  we  hope  to  be  able  to  offer  further  comments  on  other  areas 
of  concern.   At  this  juncture  we  call  on  the  Committee  to:  recognize  the  fact 
that  the  adding  of  an  economic  burden  to  our  industry  and  other  similarly 
situated  industries  will  reduce  job  opportunities;  and  draft  healthcare 
legislation  in  such  a  way  that  this  eventuality  is  negated.  Our  industry  stands 
ready  to  work  with  the  Congress  in  reaching  a  healthcare  solution  that  is  fair 
to  all  and  does  not  unjustly  burden  our  industry. 
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Sincerely, 


James  E.  Gaffigan 

Vice  President,  Governmental  Affairs 
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